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FOREWORD

ot b s 3 i A it rd, e

This study was performed by the logistics Department of the Research
Analysis Corporation tc assist mobilizatfon planners of the US Army Materiel
Coummend in improving their wethods for choosing among alternative means
"or retaining production capebility for future use during national emer-
gencles. The work was sponsored by the US Army Materiel Command, Directorate
of Requirements and Procurement, Industrial Prejx.redness Division.

The methodology developed in this study provides the Armmy with a
two-phase, economically based procedure for performing a systemetic analysis
of all possible retention alteraatives that should be considered. The
first phase consists of a preliminary evaluation to verify the need for
retaining the line and to quickly screen alternatives. The second phase
is the application of a formel economic anslysis to the alternatives
remaining after the initial screening. Compiete documentation and instruc-
tions for use of the methodology by Army personnel are included in the

report.
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I SUMMARY t g

‘ . ”{ The basic problem addressed by this study is to provide . ;
1 i mobilizat?n production planners at Army Materiel Command levels with '
:;‘ 'f“‘ an improved method for analyzing and selecting, from awong all pessible él
oy alternatires for retaining production capability, the most desirable 1
. altarnative for meeting mobili-ation prodiction requirements when an
e operating vroduction line itnat contains government-owned equipment

is about. to be shut down. The improved method must be based primarily -
upon the inclvsion of economic facters and, because of the current :
restrictions on ‘the defense budget, be formally recorded to act as a

we

12 asF awakivae

means of justification and documentation of the selection made for g

- review by higher levels of authority. Additionally, due to the lack )

;‘ of continuous exposure of AMC personnel to deactivatlon and reactivation

o of facilities for mobilization purposes and because of the cyclical nature 1

- of this activity, the method developed should be as straightforward as %

.., possible and be well-documented in easy-to-follew steps to facilitate i

- application. 1
g FACTS
e Mobilization production reguirements in the past have been %
=5 satisfied by some combination of reserve stockpiles of end iterz and

- by retention or “"layaway" of government-owned production capebility in

;s one of three types of layeway packages. Othzy alternatives exisit that

- may be less coastly to the government but have not been given formal

Fy and proyer consideration. Decisions for initiating loyaway actions

- have been made without a thorough economic justificaticn, and on a

I hesis thet did not provide documentation of the analysis sufficient
4 to satisfy approval authorities of the soundness of the decision.

adtis s uate af

BT R Ly YO R AL T
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h Current procedures for requesting guthorization and funding f’g
’]; approval for laysway packages have no provision for a foramal economic §
comparison of all types of layaway and other possible alternatives for z:i
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retention f mobilization production capability, although they do include
an estimate of the extent and some costs of the chosen type cf layaway.
Procedures for meking an economic analysis for proposed investments do
exist at all military levels, and somewhat different methods are widely
used in industry. However, existing regulations peitaining to layawey
requests do not explicitly require the application end/or adaptation

of exlsting methods of econcmic analysis fcr Justifying layaway lines.

DISCUSSION
Approach

The approsch taken in this study has been to identify the short-
comings in the current method for justifying layaway lines; to review
and evaluatz military and industry methods for selecting among alter-
native investments; to develop & concept for performing economic analysis
sultable to the problem at hand; and to develop the forms end instructions
necessary for implementation of the methodology by che Army Materiel
Command.

Assumptions

The major assumptions of the study are the following:

(2) Eack production package proposed for retention by layaway or
other method will be subject to a separate spplication of the methorl.

(v) ALl numerical data used in the economic analysis will be
considered to be deterministic. That is, the a2ffects of probabilistic
variations or othier uncertainties in cost estimates or requirements
will not be considered in rerforming computations due to the complexity
they would add to the analysis.

(c) Mobilization requirements for the item(s) to be prcduced are
assumed to be valid and as officially stat€d in the Army Meteriel Plan
or on AMC Form 1446, as will be the case for non-nuclear ammwnition.

(i) The time period to be used for economic comperison purposes
will be the porticn of the life cycle of the end item(s) to be produced
that coincides with the reteniion of the end item in the Army supply
system as a preferxred item. That is, the end item will be type classified
Standsrd A, and will be considered for further procurement,

In adéition to the above assumptions, several ccust.ioaints were
imposed on the study effort by the sponsor with a view toward keeping
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4 L the improved methodology simple,to continue menual analysis for retention
s § recommendations and to maintain as many existing procedures as would be
;f 1; . compatible with solving the problems.
% Scope and Limitations
%. 1 This study concentrated on identifying the factors to be consigered
g- in a production capability retention situation and developing a means
,. 1 . for relating and enalyzing these factors manually. No attempt was made
g \ to optimize overall mobilization planning or to develop computerized
3 i - methods because these subject areas have been, or will be covered in
N jg other DOD or Arcy sponsoreé studies.
- The scope of this study did not include examination of the reasons
X m for shutdown of an operating productior line, ror did it consider trade-

offs between costs of stockpiling end items versus- retaining production

equipment. Storage and funding problems were elso excluded from thne
area of the study. The charge by the sponsor did not include any test
of the proposed methodology or detailed description of changes in policy

s Am i
H

2 or revision in regulations that would be required to implement the new
e methods. It is also expected that application of the proposed methods
EZ; will be limited to only those 1900 end items for which Headquarters,
— Army Materiel Coaxmand, and the Office of the Deputy Chief of Staff for

; % Logistics have agreed that mobilization planning will be conducted.

| ! Due to the stated purpose of the improved method its application will

- :“ he required only for those of the 1900 items whose production base

£ - 3 = contains some government-owned equipment.

CONCLUSIONS

The methodology developed in this study provides the Army with a
detailed, two-phase procedure for performing a systematic analysis of
all possible retention alternatives that should be considered when a
production line expected to be reactivated in the c¢vent of mobilization
is about o be shntdown. 'The first phase consists of a preliminary
evaluation to verify the rneed for retaining the line and to quickly
screen alternatives, using a standardized sequential list of gquestions,
to eliminateé those that are infeasible. The second phase is the
epplication of a formal ecoromic analysis, primarily cost oriented, to
the elternatives remaining after the initial screening. Both phases
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are neavily docurented and are designed to be self-explanatcry teo o4
personnel not thoroughly familiar with the subject area. Both phases
will also provide & written record of the analysis for use as justifi-
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cation and documentation of the resulting recommendation to higher 1
authority. The methodolegy also permits explicit compliance with i 3
. =3
regulations which require that an economlc analysis be performed in the .
selection of a layawsy line. It was not possible, however, to reduce ”% ) g
the analysis tc a simplified irule or technique due to the many factors o ‘
involved in a retention decision. -3 ;_f
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Chapter 1
INTRODUCTION

BACKGROUND

At variows times in tke past, and particularly during the post-
conflict periods following World War II and horea und in the current
Vietnam slowdown, the Artgyy has shut down operating productiui, lines
coneisting wholly, or in part, of government-owmed IPE. These shutdowns
have resulted from normal coniract expiration, termination, or
cancellation. A%t such times decisicns have had Yo be made as to
whether and in what manner the production capsiility represented by
the government-owned equipment should be retained or laid away for
possible future reactivation.

Thie purpose of Army industrial preparedness or mobilization
oplenning is to "insure that the facilities and reauired industrial
plant equipment (IPE) are either on hand or attainable within an
acceptable time frame."

As desaribed in Arey Fieid Manual 38-7, mobilization pianniag
"assumes the outbreak of a limited or genersl war at some time in the
future. The target date toward which this planning is oriented is
cailed M-Day, or mobilization day {D-Day ccinciding). On this dey.
two sets of programs are set in motion: Fivst, the militery forces
ir corbat theaters will begin toc consume materiel at intensified
corbat consumption rates. Secend, the mobilization production base
will be activeted ang will begin to produce the additionel materiel
required to replace cowbat losses."2

Mobiiizaticn planning can provide for post M-Day requirements in
two ways. It can duild up andfor retain a2 mobilization preduciion base
of specified capacity, or it can stockpile in mobilization reserves
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sufficient supplies and eguipment (ca.’l.lt.;d. D to P stock) to support the gi
post M-Day forces. Usually a combination of these two apprcaches is * 3
used, depending on the type of commodity or equipment. Stockpiling is ”1 5
the more costly of the two appmaches but it insures the availability ‘t i

of required items.

The mobilization producticn base ls ususlly established by
retention in reserve status or "layaway" of iniividval items of covern- o
ment-owned JPE, or even complete industrial facilities, thant are
essential for mobilization preduction but are not needed to meet current
peacetime reguirements. There ace several tyves of layaway. Equipment
my be maintained at a governv-ut or contractor's plant in » high s*ate
of readiness (zctive base pacizage). It may be giver limited preservation
and recmin in place in the zlant, requixring only deprocessing, hookup,
and tum-cn {standby line). I%i may be preserved for long-term storage
end stored at the plant site or remved to a nearby or central storage
point (packsge plant). Cosbinations of these methods of layawey are
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Production eguipment may slso be retained as part of the mobili-~
ration producticn base by selling or leasing =quipment not currently
needed to cortractcrs, with the proviso that it be returned to government
use within prescribed limits in the event of a natiornal emergency.
Several otlier lesser-used alternetives exist for reteining production
capability for mobilization purposes. Alx the alternat.ves prusentiy
h considered by the Army for retention purposes are listed belcw. Their
™ inherent conditions, advaniasges and limitations are described in App A.
= Alternatives for retention of production capability:

1. Ssle cf IFE to curzent contrector, with national security
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-
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clausa

2. Lease ¢f IFE % current contractor, with national security
clause

3. Rent frea/mintenance exchange with currcnt consractor

4. Sele of IFE 1o anciher producer, with nationzl security

clause
5. Lease of IPE lo another producer, with naticnal security
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6. Rent fice/maintenance exchange with another producer B
T. Active base layavay : ]
8. Standby layaway ;

9. Package plant layaway

10. Som= comkinavion of two or more Uypes of layaway or sale
or lease

11. Governzent leasing of contractor-owned equipment
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PROBLEMS
When s decision has been made to close a3 pmduction line consisting

whotly or in part of gevernment-owned IPE, the Commending Ceneral, U. S.
Arry Materiel Command (G, USAMC) mst mske a recommendation as to
vhether there is a need to retain that preduction capability under AMC
control for iater resctivation, either before or efter M-Dey, to renew
production of the items produced by that line. In the event that there »
is a future need, all ths alternatives listed above and discussed in

App A are open to the Aruwy as & means of retaining the desired production S
capebility. With defense budgets currently being reduced, the CG, AMC R
mist be able to justify and document his selection of an alternative
for review and approval by higher authority. The selection must have a
sound ecopomic basis that is consistent witk planned mobilizetion
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reauirements and the budgetary environment. Tkis is of particular
importance when some type of layaway is the aliternative selected because ; 4
layaway action must be approved at the Assistant Secretary 97 Defense ..
level. The reason for the high level approval is that it is 1OD policy
to reintain government ;smership of the means of production at the
minimum level necessary tc satisfy robilization requiremerts.

Documentation for reaqresting approval of layawsy packages
currently involves use of unly two forms:

(1) Formt A is a layawsy package facti sheet used to request
authorization for a project from higher level authorities (see App B).

(27 Exhibit P-17 (Parts I & II), Layawey and/or Redisiribution

Project RCS CSGLD-1126 (A1), is used to request funging for a project .
(see App B). ,
The deficiencies found in these forms were of primary importance ;

to the developrent of the methodology described in this report.
&
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Discussions with several of the AMC major sibordinate commands and the
higher levels of authority indicated that applicable procedures for
these forms were closely followed. However, these present procedures
start with the premise that a laysway package is necessary snd should
ba requested. Theyx contain nc indication thet all other altermatives
were considered prior to the decision for a layaway, nor is there any
indication as to how the command arrived at the layeway decision. There
is no provision in either Format A or Exnibit P-1T7 for a formal
corzparison of candidate altematives tkhat would help justify a
recompendation on an economic basis. The present forms only request
spprovel for & layaway action, indicate Lts location and extent, and
substsntiate the cost involved.

It was apparent from the review of the present procedures for
requesting layaway approvals that what is needed is a formal method for
comparing and snalyzing all the possible alternative means by which an
AMC command could retsin production capacity for mobilization production
purposes. In addition, this method should have an economic basis that
would sexrve to sdequately identify and assess applicable costs and
possilile differences in benefits to justify the decision and also
provide a written record of the justification procedure for any required
higher level reviews.

An additionsl prcblem is that reactivation and deactivation of
production facilities is an unschedvlied ¢yclical activity which occurs
primarily during rveriods of conflict. Personrel of the AMC are therefore

not continually exposed to this type of activity. Thiz situatlon requires
that any method developed for selecting alternatives be as straightforward

as possible and bz well-documented in easy-to-follow steps to facilitate
application.

The problem facing AMC reduces itself to essentiaily one auestion:
How may the choice between retention alternatives that will meet future
mobilization production requirements be made cn the basis of sound
economic analysis and best be documented for higher level review?

CGBJECTIVES
The above question posed two primary objectives for the study:
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(1) Develop an improved economic analysis method for use by
mobilization planners at AMC to compare and select in a relstively
routine fashion, from among ell possivle retention Glternatives y the
one that will best satisfy future mobilization production requirements.
Prepare detalled forms and instructions and recommendations for implemen~

tation of the proposed method.
dosumented and designed for ease of application.

(2) Attempt a reduction of the economic analysis method %o a
simplified ruie or technique to favilitate very repid application by
personnel uf the AMC.

An additional task addressed in the study was o determine if any
deta in additior to the results of the economic analysis and those
required by existing regulations should be supplied to support layaway
funding and authorization requests.

Forme and procedures should be well-

APPRCACH

The approach taken in achieving the foregoing objectives was to:

(1) TIdentify shortcomings in methods, procedures, and forms
jpresentl;,r used to request authorization and funding and to justify
leyaway lines.

(2) Review ard evaluate DOD, Army, and AMC literature on industrial
readiness and production base pianning and support to determine I
availeble information was being used to support reguests for layawsy
packages.

(3) Review and evaluate cther completed or ongoing military
sponsored studies invoived with improving various aspects of mobilization
production planning to determine their relationships to the problems of
this study.

{4#) Review and evaluate military znd industry methods for selecting
among alternative investments and determine the suitabjility of methods
and cost factors for this study.

SYIITHESIS OF OQNCEPT FOR PROPOSED METHODOLOGY

A concept for the proposed improved methodology was vartially
developed from current riiitery and irdustry practices involving
The philosophy
of economic analysis for proposed investments, as embodied in the

econordc analysis and analysis of aliernative investments.,
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objextive and definition stated in military documents on this sub,jec‘b,3 ’
was found suitable for the purposes of this stuly. A raticnale for the
concept may be stated as follows. It was first necessary to check
current mobilization requirements to det:xrmine if there was actually

a nead to retain any production capability for future use. This couid
be accomplished by reviewing certain planning documents and meking sure
they were up-to-date. Next, all possible retention alternatives had to
be listed for review and analysis.

The factors that enter into the analysis were then identified.
These were found to be: capablility of the alternative to meet but not
exceed mobilization requirements with regard to both quartities and
production schedules; various cost factors such as acquisition of reserve
stocks, storage cf reserve stocks, physicelly preserving, removing and
storing plant equipment, reactivating stored equipment; leadtime to
reactivate existing contracts and plamning agreements with producers;
interest of producers in acquiring government.-owned equipment; need to
support certain producers or retain cadre of pessonnel; speciul physical
characteristics of the existing production facilities or equipment;
value and coadition of the IFS; future status of the end items to be
produced with regard to procurement and replacement; current stocks of
end items and/er substitute items; peacetime consumption rates for the
end items; limdtations on acquisition of reserve stocks and several
otlkers of lesser importance.

Having identified the fac*nrs involved it was then necessary to
devise a means for recording and analyzing them. For the cost factors
Format A (not the same form as the layawsy request, see App C) was
adopted from the militoxy documents3’ k’snoted above as an analytical
framevwork for comparing total costs of each alternative at the mozt
highly aggregated level, Forms for more detailed backup cost analysis
had to be developed and were made compatible with the Format A.
Procedures were then written for yerforming the cost analysis.

Discussicns with AMC personnel indicated that some alternatives
vould be quickly eliminated from contention because they were, for
verisus reasons, obviously infeasible. Since it was desirable to
restrict the detalled and time consuming cost analysis to as few
alternatives ac possible a series of questions was developed to be
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dpplied Yo verifying the future need for retention, eliminating
alternatives that would not satisfy reguirements or were otherwise
infeasible, and generally dealing with the non-cost-oriented factors.
The gquestions were designed to provide a systematic, self-directing,
standardized and documented examination of most of the factors not
covered in the cost analysis. Those factors remeining (differences ir
benefits) were tc be described in a space provided on the cost analysis
forms. No attempt was to be mede to trade off between various factors
or optimize costs versus benefits because of various constraints imposed
on the study by the sponsor (see Assumptions).

It was decided to perform the proposed economic analysis in two
successive ateps or phsses, as shown in Fig. 1, to provide flexibility
and minimize the work required. Fhase I would cccur prior to the detailied
cost analysis and would be a preliminary evaluation aimed at eliminating
gquickly and in a routine fashion, those alternatives that do not satisfy
mobilization requirements and mey easily be determined not to be feasible
for & given shutdown situation. This procedure would reduce the scope
and effort required and possibly even the necessity for the formal cost
and benefit analysis that comprises Phase II of the proposed methodology.
Procedures were tonen devised for distributing copies of the analysis
t0 effect the documentation and provide the justification desired.

The improved methodology was designed to assist the using command
in prepering retention recommendations on a standarxdized and systematic
basis, to insure that 2ll alternatives, costs, and other factors bearing
on the problem are given consideration. The forms developed are evidence
of the process, thoroughness, and results of the analysis and will sexve
a5 justification for recommendations made to higher authority. The
methodology, however, addresses each retention decision individually
and there are other aspects of its scope and limitations that are
discussed later in this chaptex.

ASSUMPTIONS
The major assumptions of the study are the following:
(1) Each production package proposed for retention by layaway
or other methods will be subject to a separate application of the method.
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This approach may not reculd in optimal use of the facilities. However;
the sponsor's direction that the analysis be performed manually regquires
that it be kept as simple as possible.

(2) ALl numerical data used in the economic analysis will be
considered to be deterministiz. That is, the erfects of probabilistic
variations or other uncertainties in cost estimstes or requirements will
not be considered in performing computations due to the complexity they
would add to the analysis.

(3) Mobiiization requirements for the itemls) to be produced are ;
valid and as officially stated in the AMP, or on AMC Form 1446 as in the
caese of nen-nuclear ammnition. This assumption provides an officlally
approved base~-point for the analysis which is primsrily outside of AMC ~
and the scope of this study ané is necessary for any determination of
mobilization production needs., ﬁ;

(4) The time perioﬁ o be used for economic comparison purposes
will be, with respect to the end item to be prvauced, that part of the B
life cycle during which the ond item is expected to remain in the Army
supply systiem as a preferred item. That is, the end item will be tyve
clessified Standard A, and will continue to be considered for further
procurement. The rationale for this assumption is given in Chap. 3.

In addition to the above assumptions, several constraints were
irpcsed on the study effort by the sponsor, and these fo’low:

(1) The methodology is to be used only when a major subordinate
commeend knows that a production line will bte shut aown at some future
date due to expiration, termination, or cancellation of a contract.
Analysis of the reasons for the shutdown will rot be part of this study.

(2) sufficient funds will be available for layaway purposes, if
that is the alternative chosen. Although Operatiors and Maintenence,
Army (O8MA) funds for continued maintenance of stored equipment nave ;
been and will coatinue to ba difficult to obtain, it is belleved that -
it shouid not be the concern of a mobilization plamner ss part of this ‘
particular analysis. DCSIOG has indicated that no layaway has been . S
refuced due tc lack of funds. Tais assumption also avoids the need to |
rank candidate projects as is done in capital budgeting in industry. _

(3) Sufficient storage space will be available for stockpiling

end items andfor storing plant equipment. Provision of storage space i
ik i
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is again an AMC problem and shortages of storage space will lead to
differences in costs of storage. However, this problem is not assumed
to be the concern of this study.

(4) Mobilization planning informetion and formats currently in
use by the Army will continue to be used to the greatest extent possible.

(5) The economic analysis is to be performed at the major sub-
ordinate command¥* level of AMC, where retention recommendations are
presently made, and where deta’led information will continue to be

avallable,

SCOFE OF STUDY
The study was limited t¢ methodology “that will assist mobilization

plamners in reviewing alternatives open to them aiter a decision has been
made to shut down a production line. The reasons fer such shutdowns

are not & part of this study. The study concentrated on identifying

the factors to be considered in a production capebility retention
situation and developing a means for relating and anelyzing these

factors manually. V) uttempt was made to optimize oversll Army
mobilization planning or to develop computerized methods vecause these
subject areus have been, or will be covered in other DOD or Arm
sponsored studies,

The charge did not include a test of the proposed methodology or
deteiled description of changes in policy or revision in regulations
that would te required to implement the new methods. A general statement
of the extent of such changes has been provided in Chap. 3, however.

*AVSCOM Aviation Systems Command
ECOM Electronics Command

MECOM Mobility Equipment Command
MICOM Missile Command

MUCOM Munitions Commgnd

TACOM Tank-Automotive Cormmand
WECOM Weaponc Command
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The proposed methodology is intended to be an aid to and not a substitute
for the mobilization planner's judgment.

It is rlso expected that application of the proposed methods,
although useful for any end item, will be limited only to those 1900 end items
or critical components for which HQ AMC and DCSLOG have agreed that mcbilization
Plenning will be permitted and is feasible due to manpover limitations .6
Due to the stated purpose of the analysis its application will be further
limitd to that portion of the 1900 items whose production base contains

some government-owned equipment.

LIMITATIONS OF THE IMPROVED METHODOLOGY

A number of limitations are associated with application of the
improved methodology and these should be borne in mind by the user.
Some limitations are the result of pre-existing laws and procedures
beyond the control of this study, while others result from time
limitations on the study and external constraints imposed by the
sponsor.

The proposed methodology %ill not necessarily point to {he
selection of a single alternmative as the most desirable chnice. Tnic
may be particularly true when the full eccnomic analysis is required
to compare several alterratives. However, the method will display
information from which the evaluator may make a choice, using his own
Judgment in weighing the information displayed against other factors
that must be considered. Some of these factors have in the past been
said to result from a lack of firm commitment at higher levels of
authority as to policies to be follcwed and dollars to be expended in
industrial preparedness planning. Other factors may include the loss
of ar experienced cadre of personnel or a Jisgruntled contractor.

No explicit attempt has been rade to examine in detail the
tradeoffs that may be mede between the cost of acquiring D to P stock
versus the costs of various types of layaway metkods, although costs
for both of these factors have teen included in the analysis. Thers
has been ro optimization in using the alternatives, either separately cor in
combination, only an exeminaticn of the production cepavility to be retained
to produce the end items and critical components for which 1t was
essembled. The optimum multiple use of laid away and active facilitles

for other than pianned items has not been considered, Consideration
16
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has not been given to the fact that the fixed costs of a GOCO facility
are constant and, on a cost-plus contract basis, if one line is shuk
down the remaining linee must then carry all the fixed costs. Optimal
balancing of mobilization planning would requﬁe the use of a computer
and complex mathematical models that sre beyond the u»cigned scope ot
this study task.

There may be limits on how far tb% using command may go in
evaluating certain altematives. Thls is paxticularly true where sale
or lease agreements are to be regotiated with contractors. Such agree-
ments would bring income to tas US Treasury rather thaa incur an expense, hut
the red tape and time delays imposed by existing legislation more often
thar not asbort attempts by commands to follow these alternatives.. It
behooves HQ AMC and higher levels of authority to push for revisions in
the laws that would facilitate greater use of these alternatives.

As stated in the assumptions, all the numerical data proposed for
use in the :conomic analysis are assumed to be deterministic. No
allowance is made in the computations for probabilistic vairiations or
uncertainty in the cost or requirements figures used. Variations and
uncertainties do exist, however, and dzcision-msking could undoubtedly
be improved if a means wer: provided for their inclusion in the method
in the future. A constraint also stated that sufficient funds and
storage space would always be available for layaway puposes as these

areas vere not primury ones for mobilization planners. However,
funding and storage problems are very real ones that will have to be
dealt with within AMC and other sections of the Army, although they
have not been considered in this study.

Finally, the Phase I preliminary evaluaticn procedures are not
Yyet considered to be exhaustive ana should be reviewed by users
periodically cn a formal basis. It is entirely vossible that changes
in external documents sich as the PP&G could substantially affect and
lead ic a more desirable sequence of wuestions in Phase I. Practical
experience in using Phase I might also dictate revisions.
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Chapter 2
DEVELOPMENT OF ECCNOMIC ANALYSIS METHODOLOGY

RESEARCH CONDUCTED

This chapter briefly describes the early research efforts of the
s-udy that were necessary to direct the developmert of an economically-
oriented methodology tailored to the needs of the A in analyzing
retention alterratives. The retention situation was similar to other
military and industrisl investment situetions in that expenses over a
rumber of years would be involved In retaining the desired prsduction
capability to satisfy future mobillzation requirements. However, since
any alternative exercised would have to meet mobilization requirements
(retaining production capability in excess of requirements is prohibited
by DOD regulatiocns ), any alternative chosen would provide about the
same level of bencfits in terms of retained production capability. Souwe
differences in prcduction cepability will exist, however, since exactly
the same items will not be retained by every alternative, items are
replaceG if worn cut through use and leadtime.tc bring the IPE to operational
status differs between slternatives.

The retention situation is also different in that thers are no
annual returns or profits, no present alternsative that might
be continued, no annual savings (altough the total cost of one alterna-
tive may be less than others}, Laxe~ and derreciation do not enter the
analysis with gouvermment cwnership snd the dollars all flow ocub, exaept
for the leasing alternatives. Also, the situation dces not match any
of the applications for "Economit Anslysis of Proposed DCD Imvestments”
stated in Ref 2 (pera III.B.2). In sddition, no replacement of existing
items is involved, which eliminates = common application of economic

analysis in both indusiry and militery pr Juction areas.
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A thorough review was conducted of DOD, Army, and AMC documents
rertaining to current mobilization and industrial readiness policies and
Procedures to determine their adequacy as applicable guldence for layawsy
lines. s stated in Chap. 1, the current procedures were found to lack:
(1) a verification of the latest nwbilization reauirements, (2) a formal
type of comparison and analysis of alterratives, (3) an economic basis
for recommendations; {4) a means for examining all possible alternetives;
and (¢) a written record of the decision-making process that would supply
documentetion and couid be used for Justifying recommendations. 1In
addition, current procedures and provlems of layaway and industrial
readiness were discussed with personnel cf various AMC commands and
organizations and with DCSLOG to isolate informetion sources and

existing problem areas.

Considerable additional research of both miilitary and industry
sources was mede tc establish specificrlly the objJectives for the
improved methodology, its concept, its cuntents, and its format. These
sources are listed in the general bibliograyhy. The intent was to
assimilate the best current industrial and military practices appiicable
1o the problem.

The research included military documents on proposed investments,
replacement of machine tools, costing and pricing, and procduction base
support programs. A paraliel review was made of many hooks and periodical
articles published during the last twenty years. These covered capital
budgeting and methods for anslyzing and ranking alternative investments
for industrial firms. A literature search was also made for methods
used to select investments and perform cost/benefii analyses for public
investment purposes, paricularly water resources, and to a lesger extent
weapons systens.

The selection and use of possible cost elewments for the economic
aralysis wes explored with representitives of industry and goverament
o determine the availability of applicable data. The results from
sel2cted areas of this intensive research effoxt led to the concept for
the economic anaiysis methodology discussed in Chap. 3. A brief review
of these results follows. For purposes of hrevity only those suurces
found genuinely useful are discussed, and these only briefly, to indicute
the origin of some of the ideas incorporated invo the propostd methodolosy.
19
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Table 1 suwmmarizes the evaluation of military and industry sources

I
|

¥
u%ﬁﬁﬁ

reviewed and lists those methods adapted or rejected for use in this
study.

KILITARY SGURCES
The first militaxy sources reexamined were the two exisﬁing forms

for mking and documenting layeway requests, Format A and Exhibit P-17 (see

Avp B). Since, as previously stated, neither form contains provisions

for comparing alternatives, their usefulness to the irproved methodology

was limited. However, Exhibit P-17 (see App B, Part II, Item l:) contains

a section detailing cost data for layaway actions and this informtion
was found suitable as an input cost for {the Phase II economic analysis
{(see Chap. 3).

Three military documents previously noted as dealing with the
economic znalysis for proposed miiitary invesitments proved most useful.
These documents were DODI 70&1033, AR 37-l3h, and AMCR ll—3h5. They
contain a phiiosophy for economic analysis that is suitable bt regquires
tailoring tu the practical needs of the mobilizaticn planning situation.
Several idecas from these documents were adopted. The first is the
general format for meking 2 cost analysis. This is called a Format A
in 211 three documents and should not be confused with the Formt A
vreviously zentioned, which is used only for layaway authorization. A
sample of the cost analysis Format A is supplied as App C. it contains
vrovisions f>r comparing costs of alternatives over a vaeriable length
of time considered to be the eccnomic life of the project. It uses
suciher ijea that has heen adopted, thet of discounted annual costs or,
as it is also called, the present worth, or present value concept.

The discounted-cach-flow method reccgnizes that time has an
econonic vaiue, i.e., & dollar today is worth more than a dollar
obtained or spent in the futurc because it may be invested and zccrue
interest at a specified rate. t is also more accurate than cother
investment analysis methods because it is sensitive to the timing of
outlays and forces thinking abuui the whole life of a project.

Piscounting erables the analyst to evaluate the time-phased
profiles uf the cost flows for eaca aiternative es if they all occurred

at one poirt in time (2t the present time), rather than spaced over the

20
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economic life of the alternative. In this way the sliternatives can .
be compared irem a cost standpoint, even though they may have different

Ay

>

tice<phrsed cost profiles. "In effect, discounting makes it possible .

to evaluate and t. sum, in a logical manner, costs which occur at different

points in time."! Tne discownting method ic suitable for adoption by !

this siudy because layawey expenses will take place over exterded

variable time perisds, but mmst still be comparegd. ,
Use of the present value (discounting) technique is rcquired by

the DOD for investment analysis (Ref 3; para 5.C). This seme reference

v
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- (Ref 3, Encl &, para II) explains the reasons for its prescribed use and
the effects it may have on the results of an economic analysis. In the
same document {Ref 3, para 5.D) the use of an annual interest rate of -
10 percent is prescribed for discounting purposes. This rate may be i
simpiy applied by mtiplying the cost incurred during any year by a )
discount factor for that year that is derived £rom use of the 10 percent
interest rate. The resuit vill be a future annual cost discounted te
its present valus, A table of discount factors to be vsed in Fhase IT

of the improved methodology is supplied in App F.

: Two additional analytical formats contained in references 3, &4,

and 5 were rejected. Format A-1 was rejected because it deals with .-

I B AR e TR 0 kWi

cost differentials between a present alternative and a proposed -3
alternative, and in the retention situation there is no present alternative.

Format B was rejected because it was believed to contain unnecessary
detail in describing differences in benefits in the retention situvation
vwhere all alternatives will serve to retain the desired production
capability, thereoy providing approximately the same benefiis in terms

et K o O AR

P NOMI N VA

of production quantities oud perhaps not in terms of response or
reactivation times. I% was believed that the response time differences
coudd be adequately described without resort to a special additional -

IR ¥ AR PP

format for accowmplishuent. -

INDUSTRY SOURCES

The tvwo methods most widely used in industry for capital budgeting
and analysis of the profitability of proposed investments are the rate
of retwrrn, or profitability index, and the psyback period. Neither of
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:: I these was believed suitable for the purposes of this study because they
A require as irputs a cash flcw generated from sales or savings, ant such
g, ] an input, or profit, does not exist in the retention situation adéressed
,% by this study. The concept of comparing discounted total costs, which
§ I is used by industry as well as the military, appears to be a preferred
é ’ methed and was therefore adopted.
5 ;‘ Industry also uses breakeven curvea, but there appeared to be too
t o many cost parapeters in the retention situation to make that approach
b feasible. Another method used by industry, and also in analysis of
i i public investments for water rescurce development, is the benefit/ cost
; - ratio. As several authors have pointed ou.t,8’9 this ratio may be mislead-
g i ing and perhaps too simple. Ihere was a possibility that it might be
A used with caution as & simple technique or rule-of-thumb, which was one
E ” of the objectives of this study. Use of a simple rule cnuld be practical
L - if some of the primary cost factcrs in the Phase II economic mnalysis
f ~ were very large and overshadowed all cther costs, permitting the apslysis
: i 1o be reduced to such a ratio. Considering the many factors involved in
;f - a retention situation this possibility was rejected as being too risky.
e e Other parts of the improved methodology that did not stem from the
“ i above sources, such as the detajled forms for performing the cost/berefit
Q h analysis of Phase II and the entire idea and questionnaire used in Phase I,
: - were deviced by the study team to satisfy the needs of the problem.
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Chapter 3
DESCRIPTION OF PROPOSED ECONOMIC ANALYSIS METHCDOLOGY

RATIONAIE ACCOMPANYING THE PROFOSED METHODOLOGY

The method described in this chapter was designed to qwickly sift
through the alternatives for retaining pmduction capabiiity for
mobilization purposus and present an economic comparison of the feasible
alternatives for use by the cognizant AMC mgjor subordinste command in
mazing a retention recommendation. At the same time, the proposed
methodology is intended to pruvide a wriiten record of the anslysis to
be used for justifying the recommendation to higher authority.

Use of the methodology will begin at least 90 days prior to the
anticipated shutdown date for an operating production facility. Using
Fhase I of the method, the mobilization planner at the cognizant AMC major
subordinate command will verify the need to retain the production
capahility for future mobilization purposes or other needs. Use of
Phase I will also enadble the planner to eliminate any infeasible retention
alternatives from the list of possibilities. If only one alternative is
left the completed Phase I analysis will document and justify the decision
process for nigher authority. If the surviving alternative is some form
cf layaway action the commend will proceed with the required submission
cf a Format A and BExldbit P-17 Yo request the layaway, supplemented by
a copy of Pnase I as justification. If the surviving slternative does
not involve layaway, Formet A and Exhibit P-17 are not required.

If two or more altermmatives survive the Phase I preliminary
evaluation they will he subjected to the additional. Phase IT analysis
of comparat ve costs and benefits. The results of tte Phase IT analysis,
displaying costs versus differential benefits, may then be weighed by
the cognizant command, as their knowledge and experience dictutes, in
making a recommendation for a retention alternstive. Format A and
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Exhibit P-17 may then be submitted, depending on whether a layaway action
is involved. The improved methcedology is designed to precede and supple-
ment existing layawsy procedures, rot replace them. The improvement
derives from the formel verification of need, examination of all
altermative possibilities on a systematic and standardized esonomie
(cost/beneﬁt) basis, and formal recording of the decision process for
later review by higher authority, if necessary. ’

ALTERNATIVES FOR RETENTION OF PRODUCTION CAPABILITY

The firs¢ questicn that must be snswered by the Army when
analyzing the implications of the anticipated shutdown of an ongoirg
production line is whether there is & need to retain the production
capability for use within the foreseeable future to satisfy mobilization
or other needs. If no need i foreseen, disposal of the equipment should
obviously be made. Disposal of government-owned eguipment is accomplished
by declaring the equipment excess to Army needs and following drocedures
desceribed in AR 700-&310, Chap. 2, Sections V and VI.

if a future need for a production capebility doces exist, retention
of the equipment may be accomplished in one of several ways. Listed on
vage T are the major alternative ways described in App A and currently
considered by the Army. These are all examined by the proposed eccnomic
analysis methods if, as a first step, they will satisfy mobilization
requirements. The aslternatives on page 7 are listed roughly in oxder
of increasing cost to the government. ILowest cost alternatives are
given priority consideration in the economic analysis to satisfy DOD
policy of meeting indusitrial preparedness planring needs with a uinimum
outlsy of funds by the government.

The lowest cost alternative, however, is not necessarily the bvest
alternative. One should strive for a balarce in terms of providing the
necessary production capability within the required time constraints,
with reasonably good assurance that the equipment will be mairtained in
satisfactory operating condition and not be unduly subjected to wear,
deterioration, or sabotage. Other nor-quantifiable factors such ac the
loss of irained production personnel, possibvle loss of a desirable
planned producer or poor pest experience with some producers should also
be considered in making the final choice.
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CONCEPT FOR PROPOSED ECONOMIC AWALYSIS METHCDS

A two-phese analysis is proposed for selecting the best alternative
from among the list of possible retention alternatives shown on p 7.
The first phase is a very important one and consasts of the use of a
questionnaire to make & preiiminary evaluation that verifies the need
for retention and quickly screens the alternatives tc eliminate those
that are considered infeasible. If cnly one alternative remalns after
completion of Phase I, therxe will be no need for Phase II. The second
phese is the application of a formal economic analysis, primarily cost
oriented, to the alternatives remaining after the Phase I screening.
Phase I contains several sets of questions related mostly to factors
not quantifiable in doller terms. The formal Phase II economlic analysis
examines in detail the comparative costs of two or more alternatives
and also notes any differential in the total production capability,
leadtime or other special conditions attending their henefits, with
regard to the inte. jed purpose of the retention. Both steps provide
a written record of the analysis made in arriving at a recommendation,
whether it be made quickly using only the Phase I preliminary evaeluation
or after the more detailed Phase II economic analysis is completed. In
alther case the written record satisfies the need to supply Jjustification
and documentation of the decision-making process to higher levels of
authority, particularly when leyaway authorization and funds are to be
requested.

PHASE I, PRELIMINARY EVALUATION PROCEDURES

A complete sample set of the Phase I preliminary evaluation
procedures has been provided in App D. Phase I has several purposes.
The first is to quickly establish whether or not a need exists to retain
the production capability of the production package to: (1) satisfy
future mobilization requirements for one or more end items or critical
components, (2) be available for reactivation at some time in the futwre
to replenish the Authorized Acquisition Objective (AAO), or (3) produce
future requirements for repair parts. This purpose is satisfied by the
first section of Phase I. This section forces the planner toc check
that he is using the most recent requirements data and determine that
there is,; in fact, a future requirement for the end item produced by the
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facility to be shutdown. If there is no need to retain the produciion

capebility, analysis is to be stopped after completion of Secticns 1 and
T of Phase I and existing procedures for disporal of the equipment are
to be followed. Sectionn T supplies additionsl writing space for cross
referencing comments or information that could nnt be fitted into the
limited space between questions in the previcus scctions and requires
a certification from the user.

If a requirement does exist to retain a Hroduction capebility then
Phase I serves the additional pur- 1ses of:

{1) Reducing the scope oi the Phase II economic analysis by
: - ) eliminating some of the alternatives that are obvivusly
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da not feasible, and

(2) Establishing the availability of basic informaticn needed
to perform the comperative economic analysis, and

(3) Alerting the cognizant major subordinate command to the
existence of special circumstances requiring its review
a.nd/or action, or

2 (4) Making it unnecessery to perform the detailed Phase II

3 i economic analysis comparison by quickly eliminating all

- but one alternative.

:, ;_ Sections 2 through 5 of Phase I (App D) have heen designed to mee®

) the intent of purposes (1) and {4) above, that is, to assure that all

alternatives to be further considered will meet mcbilization requirements

and to eliminate alternatives and reduce the scope of or need for the
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3o deteilied Fhase IT economic analysis. Section 2 contains questions that i

2 - are applicable to all alternatives, rvgardless of the type of production *‘;
= =~ facility invoived. Section 3 deals with government-owned, government- : ‘
- operated {GOGO) facilities, such as arserals. Section 4 deals with 2 a

o~ government-owned, contractor-operated (GOCO) facilities and Section 5 with ., i

;: contractor-owned, contractor-operated (coCe) facilities only. ;

The questions in Sections 3 through $ differ from cach other 4§

;l somewhat and are ordered differently depending on the type of facility. gd
Many questions are directed toward uncovering special physical aspects

I of the production package and production leadtime limitations that would ;

preclude certain alternatives from consideration. Other questions are
27
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directed primarily toward determining the interest and suitability of the
current producer or cther possible producers in purchasing, leasing, or

..
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othervwise maintaining use of the governmenteowned equiprent.
Section 6 of Phase I serves purposes (2) and (3) by asking questions
that will quantitatively determine mobilization requirements, planned
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; sroducticn capabilities, current asset position, and peacetime consumption
’ _ rates for the end item or items for which the production package is to
~ be retained. I% also records the future procurement status of i
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the end itens and their possible future replacements, the status of the .
H
government-cuned producticn equipment with regard to its sge and operating 1
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condition, its production capabilities in relation to requirerents, and

(LA

its adaptability to producing possible replacesent items. 1In addition, i

A
IR

tnere are several other information items pertaining to design changes

b o fi bt
P Ry

and procurement and storage limitations on both the end item(s) to be "y
produced and the production «quipment. The answers to some questicns

3 mey recuire a security classiflcation and this is the responsibility of
the user. Instructions for use of the preliminary evaluation procedures o d

by personnel of the various majpur subordinate commands are given in App D.
: Routing of the completed Phase I analysis to higher authority is %
covered later in this chapter.

: ; it is expected that many retemtion decisions will te amenable to

b
[ 0T R TR TR PN TP, o
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| 2 resolution by use of Phase I only, without resorting to the additionsl
'g Phase II econcmic analysis. It is also anticipated that the study version
g2 of Phase I given in App D wiil be subject to various revisions following -

.
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field experience in its use. It will undoubtedly be possible to sharpen SR
the questions as a means to elinjnate alternatives and to accommodate
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special situations as they occur. However, it is not the intention of
& the checklist to force a decision to be made, but to assist its user to
arrive at a decision through the sequentlal application of logical

thought processes and a standariced sei of consiceraticns, as reflected

o A B
2T NP S U RTINS AN

in the questions asked. In cases where more than one alterautive still

remains after the preliminary evaluaticn, the cognizant commnd will
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$ examine and coopare these zlternatives cn a co-!/benefit basis uzing -
the procedures for Fhase II as deseri»ed below. Sy
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 PHASE II, ECOROMIC AMALYSIS PROCEDURES

The economic analysie procedures proposed here are of a type
similar to those described in AR 37-13" and AMCR 11-3% and are primarily
cost oriented. A complete set of the Phase II procedures and forms is
provided in App E. The primary purpose of the econonic analysis is to
provide a means for the commnd to make a selection from among the
alternatives remaining after use of the Phase I questionnaire. All
remaining alternatives should provide about the same mobilization
production capability as to guantities to be produced and schedules to
be met, or they uculd have been eliminated by the Phase I procedures.
A secondary but equally impor-:ant purpose of the economic analysis is
to record the selection process as suppoarting documentation for
Justification of the declsion being recommended to-higher authority.

Figure 2 depicts the staps that are required in performing an
economic analysis. If there is more than one alternative, Cost Backup
Sheets are assenmbied in the first step for each cost factor to be
included in each alternative. In the second step the information foxr
each alternative is gathered together on a Summry Cost Sheet. In the
third step, discounted total costs for each alternative and any reasons

- why that alternative will provide benefits differing from other

alternatives, are transferred to an Alternatives Comparison Sheet.
The Alternatives Compariscn Sheet will then display the essential
information for selecting the most desirable course of action.
Alternatives Coxmparison Skeet

The Alternatives Comparison Sheet, the most highly aggregated form
used in the economic analysis, is a good starting point for description
of the cost factors and other parameters selected for inclusion in the
analysis. A sample of the Altermatives Comparison Sheet form is given
in App E.* TIts layout is similar to Format A of AR 37-13 and AMCR 11.34
(see App C). Tke fora has a header g_ontaining the name of the submitting
Army component, date of preparaticn, identification of end items and

*Samples of all the forms required for the Phase II amalysis have
been placed in App E so they may be viewed as a package and exsmined in
close proximity to the detailed guidance for their completion given in the
same appendix.
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eritical components the production package is to be retained to produce,
and identification of all producers currently producing these items.
The header information serves to identify parts of the same analysis
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g and is basically the same for all forms used.
3 I All frms described in this chapter are given as examples only,
p * and are not inteaded to be copied explicitly by the using command as
! - long as the information content is equivalent.
.u Time Period Used in Ecopomic Analysis. Item 5 of the Alternatives
; - Comparison Sheet identifies the project year in which a cost is incurred.
; é’ The number of project years to be used is varieble, as indicated by
: the jetter N, and may be different for each economic analysis. Consider-
, :;. able thought was given to selection of a time period to be uls;ed for the
- analysis or "ecoromic life" as it is referred to in AR 37-13 . Mobili-
§ = zation requirements are stated for five years beyond the current tudget
;:‘ & year in the AMP. However, some production lines remained in layaway
2 - status for seven or eight years prior to the Koreaw confiist and some
] fi. for more than 10 years between the Korean ccnflict and Vietnam reactivation.
: - Sowe lines have been in layaway stai' s for more v.. 1 15 years since
: g ; deactivation after Korea. It was suggested that the '.'fe cycia® of
g the end item to be produced be used as the appropriate tim. overicd.
: :- However, the full life cycle includes time other than the peric.” when
g = the end item is being considered for further procurement, and reten. -~n
‘ i of a production capability for an end item is not valid if the item is
¢ - “ no longer to be procured. Therefore it was decided to use as the time
; ar pericd for the economic analysis that time during which the end item
i : .:. could be expected to continue in the Army supply system as & "preferred”
: - item with type classification Standard A (see para 1.5 of AR 71-631 for
3 3; aefinition).
: Cost Factors Included in the Analysis. Item 6 of the Alternatives
Comparison Sheet displays the major cost factors recommended for inclusion

in the economic analysis, with space for additionsl factors as deemed
necessary in the judgment of the submitting commend. 7For each alternative
examined, there is a separate column for recording the discounted annual
cost for each cost factor. At this poirt it is pertinent to diczuss the
various cost factors and their reasons for inclusion and piacement time-
wise in the analysis.
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D to P Steck Acquisiticn Cost. The purpose of retaining a » ;
production capability under Army control is to be able to meet mobili- K
zation recuirements for various items during the post M-Ray or D-Day ;
period. (M-Day and D.Day are here assumed to be the same—tke day g
mobilization and hostilities commence). If these requirements cannot o

be satisfied by current assets or commercially-owned and controlled v

sources then the Army has three options available: (a) issue a , %
procurement contract for continuing "hot" (full) or "varm base" »

(minimum sustaining rate) production during peacetime; (b) layaway
production capability or otherwise vetain access to such cgpability

Dt e 40 st 4 S

via the nationai security clause (cold base); or (c¢) place items
enable to long-term storage in mobilization reserve stockpiles
swn as D to P stock {P-Day is the point in time at wvhich the pest

v-Day rate < f production of an item edquals or exceeds the rate of

v vl kot e

consumption of that item ani ccntinues to 40 so indefinltely). The

R R et

mcbilization requirement 1ay be met by one or more of the three options.
Tf fully -atisfied by hot or warm base production at peacetime levels, .
no layavay of D to P stock is necessary. At the other extreme all

A RNt AT e
RRF LA AR
.

AL b preany

three options may have to e exercised. This determination is made

RALEL
.

. the capsbilities of planned producers are entered on AMC Form 1446
\. . App G1), as required by AMCR T15-73'2, and mobilization production
requirements are computed on the same form. Form 1446 is reviewed for

RN A
LY

the Phase I preliminary evaluation and the need for acquiring Dto P

stock i. noted at that time. .
The AMP may contain a limitation on the D to P stock that ray
be procured, depending on the type of commodity represented by the end .,

item. Some commodities have no limitations, and the limitation on cthers

3
may vary frcm time to tire in accordance wiih FEMA Policy and Guidancel“.

Also, D to P 3tock acquisition may not occur cver the full period of the

¥ 2 3
T T
’
-«

economic analysis, although it is usually spread out as much as possible.
In addition, D toc P stock quantities may vary with the type of layawuy
considered and its associated production leadtime. Longer lesdtimes

reauire more stock. Regardiess of the existence or lack of limitations

e T AR 0 12 il s ard ol BNt 80 + 608 B0 1 P oA s ST VS it 1o 4 e €90 s B o Nk

. on D to P stock acquisition the cost of this factor is a recurring cost -

% that should be included wherever found appropriate by the submitting - %,
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Layaway Cost. The next cost factor to be included is the cost
of physically laying away the production equiprent to te retained.

e

3 This includes the cost of processing for storage, plant removal,
£ transportation, rehabilitation, and other relevant costs. Iayaway
‘ i costs, of course, are entered only under those altermatives that include

a layaway action. Iayaway actions are usually completed within one i}
d year, but for certain types of processing plants the costs may carry i
- : over into additional years and should be entered as applicable.

- Holding Costs: Holding costs include storage and maintenance
expenditures and allowances for deterioration, obsolescence, and
losses due to accidental damage or pilferage. These costs will apply
and must be computed separately for end items that are stored as part
g of D to P stock and IPE stored as a layaway package. Holding costs
will apply during each year of the economic analysis time period until

g AR il
e

o
E v u&. "'"‘f
AT e e A
o PR e

TN R

Il
’f ' a layaway line is reactivated.

E T Reactivation Cost. The cost of reactivation of a layaway line
s = is assumed to occur only at the ead of the last year of the analysis
. e time period. The study concluded that reactivation costs should be
3 =y included in the economic analysis because a layaway line would have
— to be reactivated to provide the benefit for vhich it was retained.

- N If one does not intend to reactivate in the event of an emergency
i - there is no point in laying away a production capability. Inclusicn
7 -:' of this cost at the end of the time period reduces its effect on the

g anulysis to a minimum. Hovever, if it is desired to base the amalysis
strictly on peacetime costs, including no vwartime emergency costs,
reactivation cost may be omitted for this reason at ti.c discretion of

2

the using commana.

Other Cost Factors. Space has been provided in Item 6 of the
Alternatives Comparison Sheet for other possible cost factors. Among
these may be the cost for government leasing of contractor-owned
production equipment, which is a remote but pessible alterratirc, or

5
.
H
L
-jﬁ_'

the opposite, a dollar return to the governrent from sale ci- lease to

Sy o Bl

a producer. There mry also be costs incurred for modifying the
production equipment to convert its capability for producing one eri
iter to producing & similar end item that will be a replacement. This
situation will occur vhen the remaining time for an item as a preferred

33

", £ T, o
& SN Grabie it (RN e

R I T N




R Y P T e L RN T S R T B oo B o FEn e sy ven, o e

= - i U S E e

wre sexay v hedens WAL )

item is very short and it is desired to retain and convert the production

*
N it

capability for use in producing a new item. This cost should be entereu
for the year in vhich it is expected to occur, ond the preferred time
period for the new item shouid be added to the time over which the

R N S

economic analysis is mzde.
In making a retention recommendation the decision-meker needs

v
-
Py ek ot o

future and incremental costs for analy:zis purposes, not pasi, sunk
common costs. Costs that should nct be included are termination .

53 sidhun gk et it

cancellation charges incurred, if these are the reasons rather than

contract expiration, for shutdown of a producing line. Since these

charges would be incurred regardless of the alternative chosen for
retention of the production cepability they are common and have no
effect on the analysis and there is no point to including them. Any

other costs, such as administrative costs, that would be the same for
any alternative maoy be omitted for the same reason. Facility conversion
costs or repair costs already paid for should also be omitted.

Ttem 7 is a line for entering the total discounted cost for each
alternative for the full time pexiod of the analysis. These total costs
will be compared by the using command to choose the mosi desirable

alternative for retentiocn.

ST I TN SR AT
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Benefit Differentials. Item 8 in the Alternative Comparison Sheet

is a space for entering quslifying remarks pertinent to any of the costs
included in or excluded from the economic analysis. This space should

also be used to discuss any differences that might be expvected in the

o
1 ) ) » .
PR RTINS A CORTIP TS PP TSRORT I PRTPTE CHFY NOTO S £ JNTCRIE R} T NORRRL 'Y Y CORMEL VRIS PP e WP PP

benefits to be obtained from any of the alternstives that have not
already been quantified in doliar terms. It is anticipated that any of

the aliternatives examined would provide about the same level of benefits

IV T RN TPRYATI N

in that the retained production capability would be almost the same

regardlecs of how the equipment was retained, since any accepiable

AP L INCTTR N

slternative must neet but not exceed mobilization requirements. There

4

T

would be differences in reactivation leadtimes and costs, but any

cedhBarin

aliernative providing an unacceptable leadtime would be eliminated by
use of the preliminary questionnaire of Phase I. If there will be any

differences in production capability between alternatives due to the
actual IPE to be retained or the manrer of retention, these should be

noted under Item 8. Other benefit differentials my derive from the
34
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or experlienced personnel that might result from a particular alternative,
cr uncertainties associated with sale or lease alternatives. 3

Cost differentials would, however, be the primary basis ror the .
economic analysis. Tradeoffs between costs and benefit differentials s :
have not been formalized in the Phase II analysis, hut the information '
is displayed on the Alternative Comparicon Sheet to he weighed by the
coguizant command, according to their experience and judgment, in making -
a recommendation. :

Y
WO

4 ! comm:nd's past experience with producers, or possible loss of a producer

[
.
-
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Summary of Costs

A sample of the proposed form for summarizing the individuval cost
factors applicable to each alternative is in App E. The form identifies
each alternatlve being analyzed (Ite. 5). It also provides (Item T) one :
e ¢ colum for entering the name of appiicable cost factors and three columns
: for determining the discounted annual costs tor each cost fector. The
annval cost is entered in Ta from the backup cost sheet previcusly
prepared for each cost factor. The appropriate discount factor, Tb,
which is always a number less than 1.000, my be selected from App F.
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Sheet.
Backup " eet for D to P Stock Acquisition Costs
A._ s also contains an example of the kind of inforuation
that shculd be necessary %o compute the D to P stock acquisition cost.
A separste computation of D to P stock cost will have to be made
for each end item and criticel component involved with the package being

e :

:;s The discounted annual cost, Tc, is the product of the annual cost and 5

the discount factor. Totals for the entire time period are to be i

;: entered as Item 8. One of these Summary Cost Sheets is to be filled

out for each alternative and will completely state the costs for and

Y benefits to be obtained from that alternative. Only the discounted

. 3 = annual costs will then be transferred to the Alternatives Comparison

e
P

N ke i €

analyzed. Item % has space for entering the number of items involved.

= §
e T Item 5 will record any limitation on D to P stock acquisition if such a
lf\ limitation applies for the items teing computed.* Items 6 through 13 %
M § 9
-~ X

*D to P stock limitations are specified in FPP8G in terms of months
of level-off production. The months must be converted to quantity for
use in the analysis. 35
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require a computation of the total D to P stock required and 2 conversion .
of quantity to cost, based on: mobilization requirements, planncd

s producer's capabilities, assets as of some point in time such as a
postulated M-Day or the beginning or end of a funding period, and the

; anit cost per item. Most of the data will be available on AMC Form
ik6, TItem 14 is to be used for recording data sources. The cost from
Ttem 13 is the only number that need be transferred to the Summary Cost
Sheet.

Backup Sheet for Layaway Costs
The layaway cost information required in the sample backup sheet

*{ % for laysway costs, App E, is basically the same as that called for in
e layaway project Exhibit P-17 (see App B), with some minor exceptions

© noted below. Item 5 identifies, if known, present location of the IFE
to be retained and Item 6 indicates the year in which the costs will be
incurred. If more than one year will be required for lsyaway, separate
backup sheets should be used. The costs of the various elements of
layaway shown in Item 8 are to be entered in the appropriate column of
g Ttem T, according to the type of layaway being considered. There are

' six basic elements of layaway cost. The subelements grouped under

: Itenm 8(&) identify the number of items of different types thst comprise
the layaway package. The subelements grouped under Item 8(e) provide
additional detail for the alternative of replacement rather than
rehabilitation of some of the IPE in the package. Only lines 8(e)

(3) and (£) (1) are different Zxom the layaway section of the Exhibit
P-17 form. Item © is the total layaway cost for each of the alternatives
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being considered and these figures are 1o be transferred to the Summary
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Cost Sheet.
Backup Sheet for Holdin~ “ysts

A sample of ‘the backup information needed for holding costs is
given in App E. Item U indicates whether the holding cost information

on the backup sheet is for the end items in the D to P stock or for

the IPE. A separate backup sheet will have to bz made up for each set
of holding costs. Items S5, 6, T, and 8 all have a bearing on holding
costs. In Item T the commend may enter a percentage of the unit cost

t0 be used as a simple estimator of holding ccst as is done in FM 38—221h
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i
“or secondary items. AMC has supplied RAC, for use in another study, i
a figure of 15% to be used for holding costs for items likely to ve ‘(’f
airlifted overseas. This figure includes storage and handling (1%), -3
loss and pilferage (1%), and obsolescence (13%)15. The percentage %
would vary with the type of commodity being considered but would be & - 31
rapid way of estimating the holding costs for end items. For certain ;
types of ammunition it is believed by MICOM that holding costs do not
arply et all becausie storage depot operating costs are relatively fixed }
regardless of whether the warehouse is full or half-full. These cost ;g
elements must therefore be computed on the basis of the judgment of the .§
submitting command and entered in Item 10, with a total at Item 11 which £
is then added to the total of IPE holding costs and transferred to the %
Sumaary Cost Sheet. The annual holding cost for end items may vary x
depending on the szze of the stockpile. ;

As o factor in computing IPE holding costs, there may be very
little deterioration or losses. As for obsolescence, it is believed
there will be no obsolescence of the equipment if the design of the
item(s) to be produced is not changed over the time period of the
andlysis. If the IFE is capable of producing the end item(s) at the
tize of layaway it will be =qually capable of producing thewm upon
reactivatior, although perheps not as efficiently as some new production
equipment that might be available at that time. If the end item(s) design
iIs expected to change, some provision may have to be made for obsolescence
of the IIE.
Backup Sheet for Reactivation Costs

WEn A RBI NS

Appendix E contains a sample backup sheet for reactivation costs.
In Item 4 the lccation of the layaway should be recorded as it wiil
affect reactivation costs. The final project year tc be noted in Item S
will determine the discount factor to be used, and this factor is to be
entered in Item 6. The basic cost elements for reactivation are shown
in the first column, and costs for these elements mey be entered as
appropriate for each layaway alternative under the proper colum: in

Item T.

Cost Sheets, Reactivation may incur perscnnel costs as well as operating

costs.

Item 8 provides totals thet are to be transferred to the Summary

Some reactivation costs msy be difficult ic estimmte as they may
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be included &in procurement costs or msy come in an overall package from

a contractor. A possible gurde would be the reversal of layaway costs.
Instructions for Completing Economic Analysis Forms

Detailed guidance for prepavation of the Pnase II economic analysis
summsyy and backup analysis sheets is supplied in App E. It is entirely
possible and very likely that the submitting command will assemble
additional supporting data for the various backup date sheets described
sbove. The contents, amount, and form of such additional data wiil be
at the discretion of the command. Any necessary security clessification
of the information in Thase II is also the responsibility of the using

command,

DISTRIBUTION OF ECONOMIC ANALYSIS FORMS

It is expected that there will be four levels of "users" for tne
products of the proposed methods: originators, checkers, revievers,
and approvers. A major subordinate command would be thr oxiginator
and forward thz forms, depending on the situation, tc another agency
(probebly FEQUA) designated by HQ AMC to check end verify the information
prior t¢ further action. HQ AMC and DCSIOG levels would then review and
forward the recommendations 1o the Assistant Secrstary level for final
s.pproval/disapproval. The process leading to approval/disapproval is
illustrated in Fig. 3 for four possible situaiions that arc anticipated.

In the first situation a decision will have been made, by use of
Sections 1 and T of the Phase I preliminary evaluation,not to retain
the production packege being shut down due to lack of mobilization or
other requirewents. In such 2 situation the originator would retain 2z
copy of Sections 1 and T of Phase I for record and proceed with excessing
and disposal of the production capability in eccordance with existing
procedures end regulations. Approval of such a decision is not necessary
above the major subordinate command level.

In the second situation an alternative wot involving a layaway
action will have bean chosen by use ¢f Phase I only, without need for
the Phase II detailed e¢cornomic analysis. In this situation the submitting
command will forward two coumpleted copies of Phase I to PEQUA for checking
end verification of the contents, If PEQUA questions the contents of
Paase I, Qifferences will have to be resolved with the submitting command.
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When PEQUA completes its verification of Phase I, and the alternative
chosen does not require a laysway action, it will forward a letter to
HQ AMC indicating concurrence with the decision. HQ AMC will retain
the letter on file for reccrd, and no further approvals at higher levels
will be reaquired. PREQUA will retain its ccpy ot Phase I on filc for
five years or until the IPE package becomes sctive or is subject to
disposel.,

The third situation is similar to the second in that an alternative
will have been chosen by use of Phase I only. The difference lies in
that the -lternative chosen will involve a layaway action that requires
higher level approval. Therefore, for this situation the submitting
command will forward six copies cof Phase I along with the Format A
layewsy suthorization request and any supplementary information
(described on p ¥2) to FEQUA for checking and verification of the
contents. Again, upon satisfaction of any PEQUA comments five copies
of the completed Phase I will be sent with the Format A and supplementary
information to HQ AMC for review. TFrom AMC onward both documents will
follow existing procedures for review and approval of Format A submissions
at DCSICG and the Assistant Secretary levels.

In the fourth situation use of Phase I will nct have been sufficient
to select an alternative, and the full Pmse IT economic analysis will
have been completed. In this situation the submitting command will
forward two copies of the completed Phase I and all the Fhase II economic
analysis forr , along with the Format A layaway authorizatioin request
and supplemen‘. y information to PEQUA for checking and verification of
the contents. Again, upon satisfaction of any PEQUA comments, PEQUA will
retain the completed Phase I and all the Phase II Surmary Cost Analysis
Forms and Backup Sheets. Only four copies of the Alternatives Comparison
Sheet, which is the final resuit of the Phase II economic analysis, will
be forwarded to HQ AMC and on through the vreview and approval lines of
authority with the Format A layeway request.

In the very unlikely event that an economic analysis will ineciude
an alternative other than layaway and such an alternative is eventually
selected, HQ AMC should receive the complete Phase I and FPhase XTI economic
analysis forms after check and verification by PEQUA, and no further

reviews or approvals will be needed.
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EFFECTS OF FROPOSED METHODOLOGY ON EXISTING PPOCEDURES
If the improved methodology is accepted by HQ AMC, some changes

L
N

: 5 “ in existing forms and procedures would have t« be made to implement the
g ~ economic analysis in the field. First, some minor revisions will be E ‘

’ . required to AMC Form 1446 (see App Gl). These will include reccrding §
a1 the date and source of mobilization requirements data, by user, below §
” Section II or in Section V - "Remarks"; adding s colum for tae number i
;- of months to attain maximm capability to the list of current and § .‘
S planned producers and their production capsbilities in Section III; and v
' also noting in Section V - ‘Remarks" the date of the last swwey of i
- alternate sources made by tke command (in accordance with the require-~ %

an ments of AR 700-&310, App 6. Tten B), and the person responsible. These # :
P revisions may be mad> as shown in App G2. MUCOM KQ Fast is currently f

3y working on automating AMC Form 14hi6. If this development is successful !
¢ and adopted by all AMC commands, the changes suggested in App G2 could %
3 e - be incorporated in any way that would be compatible with the new computer ?
E printouts.
. Forms would have to be printed for the Phase I preliminary evaluation
T e and possibly for the six data formats comprising the Phase I economic 4

anaiysis, although the formats provided ia this document could be used

as examples by the using commands as they prepared their owm analyses.
Certain Army regulations such as AR T00-90, AR T00-43, and :

AR T00-34 would have to be revised to require performance of the . )

proposed economic analysls at least 90 days prior to an anticipated :

shutdown of an operating production line and prior to or in conjunction

with submission of a Format A for layaway authorization. The regulations

would also have to be revised to require the inclusion with Format A

of the supplementary documentation described laler in this chapter.

Such revisions would have to be coordinuted with the other services

AL ":‘u N

J’,m ik

s
»
)

vhere necessary in th= cases of joint regulations.

In addition, it will be necessary for HQ AMC to mke formal
arrangements with p PEC %o compute and submit to the cognizant cormsand
for inclusion with the Format A (layaway), as necessary, Reutilization
Value Percentages (RVP's) for ali items of IPE in a proposed layaway
package. In connection with the computation of RVP by DIPEC it would
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be desirable for the submitting command to forward to DIPEC for this

purpose an estimate of the rehabilitation cost for each item of IFE
requiring rehebilitation. Lacking such an estimate, DIPEC can compute
the RVP using a fixed percentage based on past erxperience with other IFE,

but the accuracy would not be as good., H
Supplementoxy information that is suggested to accompany submic<ion ’

‘. ' of a Pormat A for layaway purposez is as follows:

y 1. A cops of or reference to the AMC Form 1446 (revised per App G2) .
which contains the mobilization requirements and other basic
data for the end items to be produced.

2. If the IFE to be laid away is in a contractor's plant, note
the date that interim storage charges couid begin, and the

PR e P

1%

mhagw

Y

amount.
3. Add to the list of IPE an indication of which items have a
Reutilization Value Percentage less than 30 percent.
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% Appendix A ; o
}‘ ALTERNATIVES FOR RETENTION OF PRODUCTION CAPABILITY gé
s & 2
%
o Sale of IPE to Planned Producer Ly %
- Ieave of IFE to a Plauned Producer 45 g
,L Rent Free/Maintenance Exchange with a Plarmed Producer L6 g
‘ Active Ba. . Iayaway 46 §
: l Standby Iayaway L6 ‘é
: Package Plant leyaway 47 K
T Government ILessing of Contractor-Owned Equipment T %
3 = Disposal of IFE 47 g
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SALE OF IPE TO PLANNED PRODUCER *
The National Industrial Reserve Act of 1948 »provides measures for

retention of an essential nucleus cf government-cwned industrial manu-
facturing yplents and a national reserve of machine tcol: and related
equipment to be used in times of national emergency. The Netional

e gy e ek,

Industrial Reserve consists of excess industrial property, i.e., facili-

ties or plant equipment that may be s0ld; leased or otherwise disposed

of by the United States subject to the National Security Clause. This .
clause reserves for the government priority use of the equipment during
a national emergency. The reserve was established pursuant to PL 883
by the 80th Congress. Under the Act the Secretary of Defense is respon-
sible for determining which industriel plants under the jurisdiction of

D LN DI AR SHE 54, 7w b

the Military Departments are unot required and for reporting such property
excese to the Seneral Services Administration (GSA) for disposal. GSA
effects sales under the Federal Property Services Administrative Act

of 1949,

The difficulty with this alternative is the long time period re-
quired to declare all the equirment excess through existing procedures
and the likelihocd that some other service would claim some of the IFE
prior to its release to GSA for sele, thus destroying the integrity of
the production package. A bill (HR 168 ) reintroduced ty Representa-
tive Gubser in 1971 may contain provisions that would facilitate the

LGS L A ol
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sale of government~owned equipment.

*
Descriptions of sale, lease and exchange alternatives are extracted
from information furnished by Mr. William Rogers, Hg, AMC.
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W LEASE OF TPE TO A PLANNED PRODUCER §
: % l The National Industrial Reserve Act of.l9h8 also provides that the gg
g . Secretary of Defense my lesse an entire plant and its equipment subject §§
B ? to the National Security Clause. The lease arrangement would be made by §¥
5“ i, 3: G3A for the Department of Defense. The Naticnsl Security Clause terms §

and conditions usually obligate lessees as fcllows:

1. To assure provision of the capability to perform the functions
for which the facilities have been designated, within 120 days.

2. To maintain Qesignated facilitieg in accordance with sound

ARtk 5 d8 an daay P

A
e A RS g
e, .
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ST AR

industry practice while in sctive current use.
3. To refrain from making alterrtions or changes which woul¢ im-

U 35 b i 5 B e
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i

pair performance for assigned functions unless restoration could be

made within 60 days.
k, To refrain from disposal of associated machine tools unless re-
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placed with eauivalent items.
5. To assure that any sub-lease will expressly provide for convey-

e AR 1ty
5 -

iy

excluding profits.
2. Cests incurrea to restore or alter as directed by the Government.

i

8

Let.sing may also ve accomplished, with less stringent requirements,
under the Military Leasing Act of 1947. The leasing act suthorizes the
Secretary of a Military Department to lease real or personal property
under his control whenever the Secretary considers it advantageous to the

% g ance subject to the provisions of the National Security Clause. g
%i f j; The clause alsc provides for negotiation in the event of repossession, §
§; ; to arrange for contractual terms incidental to pruauction requirements of é
g; % 3: the Military Departments. In such event the Government agrees to pey fair §
; ? : and reasonable compensacion for: g
é‘ g 1. Losses resuiting from work in progress that cannot be completed,
E ]
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government.

Thi. law was enacted primarily for leasing industriml production
fecilities, although it is not limited to this category of property. The
lav asuthorizes a lease for any parpose &s long as its conditions are met.
The major conditions of the statute require that:
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l. The lease must promote national defense or be in the public b
interest.
2. Property to be leaszed is not excess vroperty to the depart-
ment.
3. Property to be leased is not for the time nceded for public
vy and
4., The lease must ve revocatle by the Secretary.
The lease entered into pursuant to this statute may be for & »meriod nct
exceedang five years unless the Secretary determines that a longer period

will promote the national defense or be in the public interest.

RENT FREE/MAINTENANCE EXCHANGE WITH A PLANNED PROLUCER
The Militery Leasing Act of 1947 contains a special feature in

that a lease may provide for the mainterance, protection, repasir or
restoration of the property by the lessee as = part or all of the con-
sideration for the lease of such property. Under this provision there

will be no cost to the government for maintaining the facilities during
= the time they are under lease. Also, the equipment docs not have to be
i declared excess, the Military Department may negotiate directly with the
' planned producer and no Nationasl Security Clause is reguired.

ACTIVE BASE LAYAWAY

An active base packege consists of government-owned industrial
equipment not currently in productive use, located in an acrtive facility
and specificeally retained tec provide an Zmmediate accelerated production
carability in the event of an emergency, cr tuv be used following a change-

over to a new or modified end iten.

STAKNDBY LAY:RVAY
A standby line is a complement of installed IPE naintained intact
in a reserve conditicn for future activation as a unit and, which when

activated, is capebie of producing a designated ernd item or items at

a specific rete of production. A standlLy line may be retained in either
a powev-on or power-off condition. Power-on permits periodic recycling

of IFE if necessary, and & slightly faster reactivation time.
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PACKAGE PLANT LAYAWAY

Package plant equipment is a complemert of government-owned IPE
not currently in productive use which is assigned to & specific produc-
tion program and which, as an entity or combined with other available
equipment, will be capabie of producing a military end item or component
thereof at a specific rate. The equipment may de stcred in a contractor
or goverrment-cined plant or =t storage installetions under government
custedy, in & national industrial. reserve plant, or as part of the Depart-
ment of Defense {DCD) or National Industrial Equipment Reserve.

GOVERNMENT LEASING OF CONTRACTOR-OWNED EQUIPMENT

In sitvations where no planned aroducer is willing tec buy or lease
government-owned equipment, and such equipment is mixed with contractor-
owned equipment to provide a specific productiun capability that the
government wants to retain, the government muy elect to lease the
contractor-cimad equipment to maintain a capability. This alternative
is undesirable and is contrary to DUD rolicy and objectives but may be
used as & last resort rather than losing or impeiring a production capa-
bility.

DISPOSAL OF IIE

If no valid reason is found for retaining a government-owned pro-
duction capability then the IPE shculd be disposed of by declaring it
to DIPEC as excess using existing procedures. If DIPEC has no requisi-
tions for the equipment and no need to retain it for an industrisl re-
serve the equipment will be distributed cutside DOD or sold by GSA
through existing channels.
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Appendix B
. CURRENT PROCEDURES FOR LAYAWAY PACKAGES

: Format A kg

Inclosure for Format A 56

) Exhibit P-17 (Parts T and II) 51 |
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Dec 10, 64 ¥

e

e YA W AR

prs N
‘-‘ '

FORMAT A

PACKAGE PLANT, STANDBY LINE, OK ACTIVE BASE PACKAGE

35 FAGT SHEET

53 1. Sponsoring Department
3 I 2. Bureau, Command, Corps
! 3. Military Item to be produced ;
4. Name and location of facility where the cquipment would be used upon
a5 T mobilization
& S. Total number of items costing $1000 or miore in the line |
23 6. Are all of the items of industrial plant equipment, required to pruoduce !
& }' the military item, governmeat-owned? _
s 7. If angwer to 6 is no, how many privately owned items are required?
B E 8. Haa the contractor, if involved, agreed tc retain the privately owned ,
2 ]' equipment which is required to be used in conjunction with the 3
EE o gocvernment-owned items? :
3 9. 1s this package or line complete, including tooling, jigs, dies,

fixtures, etc., in the numbers ard amounts needed to produce the
mobilization items? YES NO

10. What was the date of the last determination of need for the continued
retention of the package or line?

11. Additional information:

12. Attached hereto ia a list of the IPE in the j;ackage, or line identificd
by PEC/SCC code and departmental ide..tification numbers.

4
&

-

QAR G N e
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C

I certify that the {package plant) (standby line) or {active base package)
described above meets all criteria contained in Eaclosure 4 to Department
of Defense Inatruction 4215,18, Drcember 10, 1964.

H

{

DATE . :
:

3

‘,
B T g
. L
it | Gy
o speen

ASSISTANT SECRETARY (ARMY), (NAVY), (AIR FORCE};
AGENCY DIRECTOR;

4

3
Remarks: -designee i3
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DEPARTMENT OF THE ARMY -
HEADQUARTERS UN:TED STATES ARKY MATERICL COMMAND
WASHINGTON, D.C. 20318 -

AMCPP.P1 16 August 1968

SUBJECT: Format A Requests to Establish ASOD Packages

SEE DISTRIBUTION

1. It has been determined by higher authority that additicnal
infermation will be required to expedite the processing of Formats A.

2. An inclosure shall te furnished with each ncw Format A submission
to provide the following data for each ftem planned to be produced by
the proposed ASOD package:

a. Mobilization requirements (breakdown by using Department
(Army, Mavy, Air Force) where applicable)

O A

ity

AL 2 e Y e
on B #2875
"

b, ldentity of current and plannad mobilization production sources,
their respective maximum production capabilities and number of months
required to reach maximum rate. Identify both private and government
sources.

ooy
N

c. When it is proposed to retain the equipment on a contracztoris
site in lieu of a governmente~owned site, include a comparative
analysis of costs and reactivation leadtimes.

3. A change will not be mzde to the new AR 700-34 (distribution now
pending) until the DOD Instruction, which it implements, is revised,
Until the change is made, the provisions of this letter will remain

in effect.

FOX THE COMMANDER:

/e.r. DeATLEY

Chief, Plans Di

Directorate of
DISTRIBUTION:
B-1 & PEQUA and Production
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10 July 1970 AR 700-90 3

: EXHIBIT P-17 (Part I) DATE -
4 I LAYAWAY AND/OR REDISTRIBUTION PROJECT, i
! RCS CSGLD-1126(R1) ‘
- 1. ProjectNo. ___.____ 2. PEMA ________ 3. Date effective ———_—_.

£ 'L 4. Title.

5. Total Cost ______ = Lavaway ___. Rehab ..___ <+ Other _.—_
($000)

Annuai maintenance coat.

=
5,
ki

e
L

RIS S B

% 7. Fa-ility /contractor.
- 8. Purpose.
' :  we
=3 Figure $-10. Forma? for Exhibit P-17 {Part 1).
B i - (Detailed instructions follow.)
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10 July 1970

EXHIBIT P-17 (Part II) Project NO. ..o cmemm

9. Item(n) produced.
10. Curzent and projected posture.
a. End item(s) produced.

b. Production capacity: MIN 1-8-5 2-8-§
(1) Active facilities -

(2) Inactivefacilities ... - -
(8) Presenttotal

capacity ... - -

- o

11. Description of {acilities.
12. Scope of project.
138. Replacement value of facilities,
"a. Land and improvements $
b, Buildinga
¢. Severables
(1) Industrial plant equipment
(DIPEC reportable)

(2) Other production equipment
(Includes non-DIPEC reportable
special tooling and special test
equipment)

(8) Nonproduction equipment

-y o

d. Nonseverables ... $ -—

e. Total $

14. Detailed cost data.

a. Layaway, relayawsay, redistribution and/or disposal
{estimated costs)

(1) Processing for storage $ e

(a) Number of items (DIPEC report-
able

(b) Number of items of OPE ________. __.____

(¢) Number of items of non-production
equipment __

(2) Removal from plant and preparation for shipment §

(38) Transportation to storage
(4) Receive and store at layaway location

(6) Rehabilitation of equipment total $

(a) Number of items
(b) Replacement value .. -3

(6) Other expenses (specify) $
TOTAL _________ — $

Figure 3-11. Fermat for Exhibit P-17 (Part 11).
(Detailed instructions follow.)
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AGO $2A

b. First year maintenance costs (OMA)
¢. Subsequent annual maintenance costs (OMA) ______ -
15. Requirements and production data.
16. Alternate courses of sction.
17. Remarka.

Figure 3-11~—Continued.
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Appendix C ) )
SAMPIE FORM=~BECONOMIC ARALYSIS——
DOD INVESTMENTS, SUMMARY .
OF FROJECT COSTS, FORMAT A
- f
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AR 87-13 4 June 1969

ECONOMIC ANALYSIS—DOD INVESTMENTS 3]
SUMMARY OF PROJECT COSTS )
I FORMAT A

1. Submitting DoD Component: -
2. Date of Submission:
3. Project Title:
4. Description of Project Objective:
5. Alternative: 4. _Eeonomic Life:

Ehar i

e

® ] AR S SR
At A - bt
B R Nl ¥ o o ka2 AR S

25 ;
i
4

. 8. Project Costs

i s, b. c d e :
29 7. Nonrecurring Recurring Discounte’ i
S Project Annual Discount Annual H
N Year | R&D |[Investment | Gperations Costs Factor Cost

]

g

i
o

.
ey * K
e
k-
.
.
.

i
] H
o 3

o TOTALY i
10a. Totel Project Cost (discounted) —_—
- 10b. Uniform Annual Cost (without terminal value) e <
L 1. Less Terminal Value (discounted) —_— :

12a. Net Total Project Cost (discounted)
- 12b. Uniform Annusl Cost (with terminal value} — e e :

. 13. Source/Derivation of Cost Estimates: (use as much space as required)

a. Nonrecurring Costs:
- 1) Research & Development:
2) investment:

b. Recurring Cost:
* ¢. MNet Terminai Value:
i 4. Other Considerations:

§ o= §4. Name and Title of Principal Action Cflicer | Date
Y oem

g Figure $-1.
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1 ECONOMIC ANALYSIS FOR RETENTION OF MOBILIZATION PRODUCTION CAPABILITY
1 PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES .
5 : Introduction 5T T
5 o3
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PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES

INTRODUCT1ON

This appendix heas been prepared to describe completely the
contents of these I —~— Preliminary Evaluaticn of Alternatives, of the
Economic Analysis for Retention of Mobilization Production Capability.
The appendix has been desigred to permit its removal from this report
as a complete entity for reproduction and subsequent application by
the Army at AMC major subordinate commands. Included are instructions
for use of the Phase I zvalvation, a list of alternatives to be evalu-
ated and a set of the seven sections of questions that make up the
evaluation procedures,

INSTRUCTIONS FOR USE OF PHASE I -—— PRELIMINARY EVALUATION OF ALTERNATIVES
Purpose

This preliminary evaluation method has been developed to aid
major subordinate commands of the AMC in reviewing, justifying and
selecting from among IPE cetention alternatives resulting from the
anticipated shutdown of an on-going production line. Its use is in-
tended when retention of production capability under Awmy control should
be considered to meet future mobilization production requirements. é

The preliminary evaluation is the first step in developing sn |
econcmic basis for justifying the choice of an alternative. Its pur-
pose is to quickly eliminate infeasible alternatives from considera® .
and thereby reduce the scope and effort required for a more detailed
economic analysis.

The preliminary evaluation should not be used to force a decision
to avert the need for the more detailed Phase II econcmic analysis. Its
use does pernit consideration of the facvts of the shutdown situation in
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a standardized, logical sequence of questions. In so doing 1t also
permits alternatives to drop out for good cause. In the event that
Phase II of the economic analysis is finally found necessary, comple*ion
of the preliminary evaluation provides much basic information to #id the
planner in performing the Phase II economic analysis.

Procedures
Pnhase I has been divided into seven sections to facilitate its

use. No user will have to apply more than five since there are separate
sections for GOGO, GOCO and COCO facilities. The user should begin with
question 1.1 and continue through the sections only as far as necessary
10 eliminate all but one alternative. The preiiminary evaluation msy
be stopped as soon as there is only one alternative remsining. Columns
have been provided cn the right side of each page in which the user can
(V) & YES or NO answer to a question and record the date on which it
was answered. The dates will indicate any delays encountered in com-

pleting Phase I due to lack of information.
A 1ist of possible alternatives has been provided to permit the

user to cross out those that are eliminated during Phase I and know
vhich remaining alternatives, if any, are to be examined by the Fhase II
economic analysis., Space has been provided for additior2l alternatives,
if applicable. Space for applicable remarks or entry of data has been
provided following mauny of the questions. An additional sheet has been
attached at the end, Section T, for cross referencing any further
exp.anation or comments deemad necessary by the submitting command and
certifying the compieted work.

It is possible that the answers to some quastions will require
classification of some portions of Phase I. Proper classification of

such information is the responsibility of the user.
Should Phase I be completed without reducing the alternatives

to only one, the remaining alternatives are to be subjected to the full
Phase II economic analysis procedure o aid in effecting a decigion.

Distribution of Completed Phase I Evaluation
Four different situstions are anticipated for distribution cf

completed Phase I preliminary evaluation to higher authority, if required.

These situations are illustrated ir Fig. Dl.
58
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a standardized, logical sequence of questions. In so doing it also
permits alternatives to drop out for good cause. In the event that
Phase II of the economic analysis is finally found necessary, completion
of the preliminery evaluation provides much basic information to aid the

planner in performing the Fhase II economic analysis.

Procedures

Phase I has been divided into seven sections to facilitate its
use. No user will have to apply more than five since there are separate
sections for GOGO, GOCC and CGCO facilities. The user shouid begin with
question 1.1 and continue through the sactions only as far as necessary
to eliminate all but one aiternative. Tne preliminary evaluation may
be stopped as scon as there is only one alternative remaining. Columns
have been provided on the right side of cach page in which the user can
(V) = YES or NO answer to a question and record the date on aich it
was answered. The dates will indicate any delays encountered in com-
pleting Phase [ due to lack of information.

A 1ist of possible alternatives has been provided to permit the
user to cross out those that are eliminated during Phase I and know
which remaining alternatives, if any, are to be examined by the Phase II
econonmic analysis. Space has been provided for sdditional alvernatives,
if applicable. Space for applicable remarks or entry of data has been
provided following many of the questions. An additionual sheet has been
attached at the end, Section T, for cross referencing any further
expiination or comments deemed necessary by the submitting command and
certifying the completed work.

It is possible that the answers to some gquestions will vequire
classification of some portions of Phase I. Prover classificaticn of
such information is the responsibility of the user.

Should Phase I be completed without reducing the alternmatives

to only one, the remaining alternati. :s are to be subjected to the full

Phase IT economic analysis procedure tc aid in effecting a decision.

Distribution of Completed Pl.ase I Evaluation

Tour different situations are anticipated for distribution of
completed Phase I preliminary evaluation to higher authority, if required.
These situationc are illuvstrated i Fig. DI1.
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Situarion
1 2 3 4
Decision made ! Non-layoway Layaway Alternative
Level use of Phose ¢ oltemotive alternotive chosen by use
not to retan shosen by use chosen by use of both Phase |
packace of Phose ! only of Phase | only ond Phose ||
Review and Review ond
!
AsbasL) final opproval finol approval
Review and Review and
ASAQIEL) opproval approval
DCSLOG Review Review
f [
Letter of l
HQ concurrence .
AMC trom PEQUA, Review Review
for file 3 'y
[
Check and
. C}_':_d‘ ‘f"d Check and verification,
PEQUA v?;' '}:a'm"' verification retain backup
norify HQ AMC and Phose |
[
MAJOR
SUBOR-
DINATE Originator Originator Oriqinator Originator
COMMAND 1 4
Formot A Formet A
Ph.os'e § Phase | Ph.os.o ¢ Phose | ond
FORM preliminary preliminary areliminary Phose i
evaluation evaloaticn evaluation end ond
Section 1 ond 7 supplementary supplementary
information information

Fig. DI ~Distritution and Approval of Economic Analysis ond | oyaway —Associated Forms
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In the first situation a decision will have been made by use of
Secticns 1 and T of the Phase I preliminary evaluation not to retain
the production package being shut down dque to lack of mobilization or
other requirements. In such a situation the originator would retain a
copy of Sections 1 and T of Phase I for the record and proceed with exces-
sing and disposal of the production capability in accordance with exis-
ting procedures and regulations. Avproval of such a decision is not
necessary above the major subordinate command level.

In the second situation an alternative nct involving a layaway
action will have been chcsen by use of FPhase I only, withcut need for
The Phase II detailed econcmic analysis. In this situztion the sub-
mitting command will forwzrd two completed copies of Phase I to FEQUA
for checking and verification f the contents. If PEQUA questions the
contents of Phase I, differences wiil have tc be resolved with the sub-
mitting command. When PEQUA completes its verification of Phese I, and
the alternative chosen does not require a laysway action, it will send
a letter t>» HQ AMC (AMC RP-OIP) indicating concurrerce with the decision.
HQ AMC will keep the letter or file for record snd no further approvals
at higher levels will be reguired. PEQUA will retain iis copy of Phase I
on file for five years or until the IPE package becomes active or is
subject to disposal.

The third situation is similar to the second in that an alternative
will have been chosen by use of Phase I only. Tee difference iies in
that the alternative chosen will involve a layawey action that reguires
higher level approval. Therefore, for this situation the submititing
command will forward six copies of Phasz I nlong with the Format A
layeway authori.ation request and any supplementary information to
PEQUA for checking and verification of the contents. Again, upon satis-
faction of any PEQUA comments five copies of the completed Phase I will
be sent with the Format A and supplementary information to HG AM
(AMC RP-OIP) for review. From AFMC onward both documents will follow
existing procedures for rcview and approval of Format A submissions at
DCSIOG and the Assistant Secretary levels.,

In the fourth situation use of Phase I will not have been suf-
ficient to select an alterrative =nd the full Fhase II economic a2 alysis
will have been completed. In this situation the submitting command will

3¢
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‘;{5 l forward two copies of the completed Phase I and all the Phase II economic
analysis forms, along with the Format A layaway authorization request
" l and supplementary information to PEQUA for cheecxing and verification of
* the contents. Again, upon satisfaction of any FPEQUA comments, PEQUA
I will retain the completed Ihase I and 211 the Phase II summary cost
3 . anelysis forms and backup sheets. Only four copies of the alternatives
’ : comparison sheet, which is the final result of the Phase II economic
” : I aralysis, will be forwarded to HQ AMC (AMC RP-OIP) and on through the
? review and approval lines of authority with the Format A layaway request.
» ] In the very unlikely event that an econoric analysis will include
3; e an alternative other than leyaway and such an alternative is eventually
: I' selected, HQ AMC (AMC RP-OIP) shouid receive the complete Phase I and
& ;oW Phase II eccnomic analysis forms after check and verification by PEQUA
E ; - and no further reviews or approvals will be n<eded.
e ]
oy ALTERNATTVES TO BE CONSIDERED IN PHASES I AND IT
}’ The following alternatives should be considered in performing
= both Phases I and II of the econcmic analysis:
: E 1. Disposal of IPE through existing DIPEC channels
2 2. Sale of IPE to current contractor
- 3. Iease of IFE to current contractor
‘f o L. Rent free/waintenance exchange with curreat contractor
‘ I o S. Sale of IFE to ancther producer
E T - 6. Lease of IPE to another producer
E - 7. Rent free/maintenance exchange with another producer
- 8. Active base layaway
9. Standby layaway
) z 10. Package plant layaway
; 11. Some combination of two or more tyres of layaway
T 12, Government leasing of contracior-owned equipment
: H - 13. Any additional alternative devised by submitting command. )
S The aliternatives are listed in order of preference tco conform to
E ;_ Je Department of Defense policy in limiting govermment ownezship of production é
:5 ] facilities and reducing the cost of facilities owned to a winimm, con- %
;' g I sistent with meeting mobilization requirements. Alternctives should be é
S ) 64
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crossed off the list as they are eliminated during the Fhase I analysis.
Any alternatives remaining at the conclusion of Prhsse I should be
subjected to the Phase II analysis unless only one alternative has <
survived. If only one aliternative is left after Phase I it is unnecessary
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ECONOMIC ANALYSIS FOR RETENTION OF MOBILIZATION PRODUCTION CAPABILITY
PPASE I —— PRELIMINARY EVALUATION OF ALTERNATIVES

Section 1 —- Determinaticn of Need for Production Capability

a. Submitting Army component b. Date

c. tems to be produced (Incl. critical compozents)

d. Neme and location of current producer(s)

e. Contract status wrent producer(s)

PRl o VlaTas g

f. State reasons for contract termigation or curtailment that require

this econouic analysis to be made.
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FHASE T — FRELIMINARY EVALUATION OF AILTERNATIVES

Question
number Section 1

t ¢
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Date
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1.1 Has Item Analysis, AMC Form{s) 1446, been updated (revised)

and completely filled out for the end item(s) and critical
components the package is capeble of producing, including:

a, date and sources of user requirements, to be stated
in Section V (remarks) of AMC Form 1446. If more
than 12 months old, go back and recompute with
MIDA's assistance,

b. type of base used (active base packege, standby
line, package plant, hot, cold, warm, or some
combination) in computing mobilization production
requirements in Section IV, and date of caicula-
tion, stated in Section V of AMC Form 1LL6.

-- If yes, enter schedule and revision numbers and date
under remarks below. Go to next question.

-~ If no, obtain required data and compiete form(s),
go to next question.

2marks:

Sched. No. Rev. No. Date

Has Facilities Analysis, AMC Fozrn(s) 14h7, been updated
(revised), and completely filled out for the end itgm(s)
2nd critical components the package is capable of
producing?
-- If yes. go to next questicn.
-~ If no, obtain required data and complete form(s),

g to next question.
Are any problems anticipated in renewing the DD Form 1512
with planned producers?
-- If nc, gc to next question.
-- If yes, explain in remurks below, possitle impect on

calculation of mobilization production requiraments

ob
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{5 . PHASE I — PRELIMINARY EVALUATIGN OF ALTERNATIVES . .
1 ¥ Questicn E} N ”
A number Section 1 s| ol Date ]
! l 1.3 (continued) 1
? in 1.1 above. Co to next question. j
}: Remarks: %
T
I 1.4 Has a survey of alternate production scurces for the item(s) :
- or critical components been made within the 1ast 12 months
L1 to determine if the IPE in this package must be retained?
S (Survey should satisfy criterion B in App 6 of AR T00-43).
: ae -- If yes, state date and perscn responsible on AMC Form
s 1446, Section V. Go to next question.
: ~- If no, perform survey, enter date as above and go to
" next question.
,_" - 1.5 Dc mobilization requirements appear on AMC Form 1446 for
: . any of the end item(s) this package is planned to prcduce?
f o -- If yes, eliminate disposal oI IPE as an aliernative and
‘; > go to next questiocn in Section 2 of this Fhase I ?
- evaluation.
4 . -- If no, determine from DCSLOG and/or commodity manager
. B if package may have tc be retained or reactivated at
: - a later date for repair parts production or any other
- reason.
) - a. If yes, enter reason and source of information
, N under vemerks below. Go to next question in
; = Section 2 of this Phase I evaluation.
; L h. If still no, arrange to excess IFE and stop
L analysis here.
? o Remarks:
I
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FHASE I — PRELIMINARY EVALUATICN OF ALTERNATTVES

w: o

Y

2 Question EIN
i Number Section 2 - General Elimination of Altlernatives 510} Date
§ 2.1 Do any alternatives fail to satisfy mobilization requirements,
,; as steted on AMC Form 1446, with regard to both quantity and
%‘ rroducvion schedule?
ﬁ -~ If no, go to next question.
) -~ If yes, eliminate such alternatives and enter reason in
; remarks velow. Go to next question.

Remarks .

2.2 How meny years will the end item(s) this package is planned tc

3

i produce continue to be preferred items, type classified as STD-A
. for rrocurement purposes?
-- Obtain for each end item from commodity specialist £ major

subordinate command or HQ AMC and enter in remarks below. -

Use largest number of years as ‘time period for comparison
purposes in Phase II economic analysis. NP

-- Go to next question. :

Remarks: .
End item Remaining time as preferred item yrs i
End item Remaining time as preferred item yrs

2.3 If time item(s) will continue as preferred item(s) type clas- ! -

—

sified STD-A)for procurement purposes is less than (two) years,

determine if current assets of these items or substitutes would

satisfy peacetime requirements for that time periogd.

-- If no, zo to question 2.4

-- If yes, retention of package cannot be justified based on
requirements for such items. Note this Tinding under remarks
below. Justificacion tiust be based on requirements beyend
that which can be satisfied by current assets. Go to next
questicn.

Remarks:

A A it w S Smodn e L T R S \ﬁ
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PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES

= IR BRI

el

Question
Number Section 2 (cont'd)

2.4 Will any of the IPE presently ip the package be used on another

o0 s B
o=

Date

N ngf,,\\,?m.:-g

1

end item(s) wher the present item(s) ceases to be the preferied
T item(s)?
& -= If yes, use the acquisition costs and longest expected time

B 2

GO PRI, PO

H . as preferred item for the future item(s) in making the
‘I economic analysis. Note this information in remarks below

for use in Phase II and go to next question.

S Kl o

: ]a -- If no, currepnt assets will support peacetime requirements
¥ until item is nc longer to be procured and IFE will not be &

needed for a replacement item, therefore excess the IFE in

the package, stop analysis here.

%

nemarks:

TR ‘,:.'KI_”“ I

voNg A

T N7 5
.
- — go’—d_
Sy
[N

:: ]: Erd item: Preferred item time years éé
3 Replscing end item: i
b I End item: Preferred item time years i

Replacing end item:
2.5 Looking egain at AMC Form 1446 -- do early peak mobilization

requirements or specified leadtimes call for a high state of

readiness {as defined in AR 700-90) in the package?

~- If no, go to next guestica.

R pe R W Yoron B R A o,

%ﬁg,.wmammmmmwuwmwWW?T‘:*“T‘T: T e

-~ If yes, enter peak reguirements and/or leadtimes in remarks
below and

a. eliminate any alternatives that would not satisfy this
need.

b. 1if all the alternatives would be eliminated consider
adding IFE to this package or modernization, to provide
capability to meet peak requirement, or rsiuce leadtime,
or

c. note under remarks below that no alternative will fully
satisfy the requirement and go to next question to

select next best alternative.
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LR PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES .

: i‘ Ques*ion E|N .. '
g ® Number Section 2 (cont'd) S | 0| Date

’ 2.5 (cont'd) ;

? é Remarks: ! %

N )

f£ . ;

x End item Prod. leadtime reqd. months E

: Alternative{s) eliminated Reason o

; j 2.6 Are there reasons vhy the government-owned IPE cannot be pre- %

; % served and stored? é

3\ ! -- If no, go to next question. o g

%A i -- If yes, note in remarks below what these reasons are and z

3 eliminate all layaway alternatives. Remaining alternatives g

} will consider only active use of the equipment at some %

g facility via sale or lease to a contractor. Go to next . %

guestion. ;

‘ Remarks: :

:

§

Reasons for precluding preservation and storage of IPE are: §

H|

-4

:

. 2.7 Does the equipment require opezrational cycling (operation under - é

- no-load conditions during storage)? ;

}1 ~ -- If no, go tc next questicn. %

5 -- If yes, %

a. indicate in remarks below the reuson for this requirement %

b. eliminate any alternative that will not provide this capa- %

bility or,

'i ) . create a new alternative combining two or more types of ' ?

g‘ : layaway. Go to next question. %

:/ ¢ Remarks: f

E

-

;; Egquipment requiring operational cycling and reason: é

4 :

g
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§ PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES Y
i I Question E|N
SR Number Section 2 (cont'd) €| o |Dpate
e 2.8 1Is the production capability (process) so integrated or specially

adapted to the present production site so that relocation of the

‘l'
P
frd

line or a portion of the line would render future reactivation
infeasible?

o ;
>

-~ If no, go to next question.

-- If yes, eliminate package plant layaway and any other alter-

n‘l
e

native that would require rslocation of the equipment such as

use by a contractor other than at the present site and ncte

b

in remarks below. Go to next question.

- Remarks:

5

3; 2.9 Is any of the equipment of a peculiar configuration, or the com-

ponznt parts of the equipment of an unusual ccemposition which

T might impact on any alternatives?
Lo -~ If no, go to next question.

-~ -- If yes, note the peculiarity under remarks below along with
- any alternative that would have to be eliminated. Go to

. next question.

- Remarks:

- 2.10 1s any of the government-owned IPE contaminated and unable to be
. 3‘ cleaned for use on other items or ir other locations?

oz

-~ If no, go to next question.

-- If yes, eliminate alternatives requiring future use of the !
ecuipment for new iter:s or in other than the present loca- :
tion. Note reasons and alternatives eliminated in remarks
below. Go to next question.

Remarks:

) i

Is rctention of currently existing technical expertise an

g
n
s
[

important consideration?

-~ If no, go to next questicn.
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PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES

Question E N . é

Number Section 2 (cont!d) s| 0] Date
2.11 (cont'd) ‘
-- If yes, state reason in remarks velow and eliminate package o :
piant layaway and use by other than the current contractor ;

as alterratives. Go to next question.

Remarks:
B 2.12 Does the equipment require dehumidified storage? 3
: , -- If no, go to next question. é

-- If yes, eliminate any alternative not capable of satisfying
this storage condition and note under remarks beiow. Go to

next question.

) s £, VB 434 8 As ot

Remarkss

Vs b 0

heven o wwfe

2,13 Will the climate or geographical location have an impact on any

alternative?

-- If no, go to next question.

if yes, note impact in remarks below zlong with alternatives
that would have to be elimineted. Go to next question.

Remarks: :

£ N 4 o SO A
]
]

2.1 Is the facility containing the goverament-cwned IFE a GOGO,
3 GOCO, or COCO plant? :
; -- If GOGO, go to next question in Section 3 g

-- If GOCS, go to next question in Section L

-- 3f COCO, go to next guestion in Section 5.
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PHASE I —~ PRELIMINARY EVALUATION OF ALTERNATIVES
Section 3 -~ Elimination of Alternatives for GOGO Facilities

§ Question ; N
E Number S ]O | Date
g ;E 3.1 Is there a possibility that all or part of the government-owned
é IFE mey be sold or leased to a contractor?
:E ]: -~ If no, eliminate the three alternatives involving contractor
;E use of the equipment. Go to next question.
,g :I -- If yes, and:
f ) a. facility will become GOCO, go to Sectioa L of this
% ]: checklist, or if
;f b. facility will become COCO, go to Section 5 of this
E T checklist.
i Note: If only part of the IFF will be sold or leased then the
1. IPE thet is to remain in the GOGO faciiity should be
q: j, analyzed as a separate layavsy package from the IPE

that will be removed from the facility, assuming the
equipment will be used for different purposes.

3.2 Will there be sufficient production floor or storage space
available in the facility where the IPE is presently operating
to rectain it there:

-- If yes, eliminate package plant layaway alternative. If
only one alternative remains stop analysis here. If not,
go to Section 6 of this Phase I Preliminary Evaluation.

-- If no, eliiinate active base and standby alternatives.
Package plant will be the sole remeaining acceptable alter-

native.

L
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PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES
Section 4 - - _imination of Alternatives for GOCO Facilities

Question

g N
3 Number

s

4,1 Is the production process in which the government-owned IFE is
used proprietary to the current contractor?
-- If no, go to next guestion.

-- If yes, . i

HE

a. use of cquipment by other producers and package plant

-

laysway may have to be eliminated as alternatives unless T

the contractor would agree ito licensing arrangements for

L

the process.

b. the submitting command should meke every effort to reach
a satisfactory agreement with the current rontractor so
the equipmznt may rema:n on site. Note important con-

siderations under remarks below. Go to next question.

B Y Y RS W I L Lo A

Remarks:

[

Db apad Aot

4,2 Is adequate time available tc negotiate alternative sale or

L T T L T

PRY RS TIr)

lease actions with the current contractor or other possible

nlanned producers?

W AL AR

A SR AL

-- If yes, go to next question.

£
P

-- If no, list under remavks below those alternatives that must i

be eliminated and the reason. Go to next question or, if all

i
Y- vy

poshv L s i

sale or lease alternatives are eliminated, go to Section 6 of

Phase I Preliminary Evaluation. :

Remarks:

FWE g a8 W

Alternative eliminated Reason

Alternative eliminated Reason

ke o

{ k.3 Is the current contractor interested in purchasing the govern-
it ment-cwned IFE in the packege?

-- If no, go to next question.

Lk AT et i

} -~ If yes,

a. will the contractor agree to the national security

clause?

=9

v,
»|
1
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PHASE I — PRELIMIKARY EVALW.TION OF ALTERNATIVES

Question
Nunber Section % (cont'd)

F-3
3

4.3 (cont®d)

b. does the command consider the contractor's purchase offer
acceptable?

c. does the command believe this sale would be a satisfac-
tory alternative based on reactiivation leadtime require-
mente, the possibility of sabotage and other consider-
ations?

-- If all yes, stop snalysis here.
~- If not, go o next question.
Is the current contractor interested in leasing the government-
owned IPE in the package?
-~ If no, go to next question,
-~ If yes,

a, will the contractor agree to the naticnal security
clause?

b, dnes the command consifar the rental offer acceptable?

c. dJoes the command believe this lease would be a satis-
factory alternative based on reactivation leadtime
requirenents, the possibility cf sabotage and other
considerations?

-- If all yes, stop analysis here.
-- If not, go to next question,
Iz the current con*ractor interesied in rent-free use of the
gevernment-owned IPE in exchange for continued meintenance of
tlie equipment at ne charge to the movernment, in accordance
with the National leasing fet ~f 277«
-~ If no, so to next question.
~- If yes, and the commund believes this exchange wcold be a
satisfactory alternative based on reactivetion leaatime
requirements, the possinility of sabotage and other con-
siderations, stop analysis here. If not, go to next
question,
Are any other producers iriesr-sted ia purchasing the govern-

mer t-owned IFE in the packey.?
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FHASE I — FRELIMINARY EVALUATION OF ALTERNATIVES

Question
Humber Section 4 {cont'd)

4.6 (cont'd)
-~ If no, go to next question
-=- I yes,
a. will the producer agree to the national security
clause?
b. does the command consider the producer's purchase offer
acceptable?
does the command believe this sale would be a satisfac-
tory alterrative based on reactivation leadtime require-
ments, the possibility of s.botage and other consider-
ations?
If ves, stop analysis here.
-- If not, go to next question.
Are any other producers interested in leasing the government-
owned IPE in the package?
~-= If no, go to next question.
-~ 1f yes,
a. will the rroducesr agree to the national security clause?
b. does the ccnmend consider the rental offer acceptable?
c. does the command believe this lease wouid be a satis-
factory al*ernative based on reactivation leadtime
requirements, the pyssibility of sabotege and other
considerations?
-~ If 811 yes, stor anulysis here.
-« If not, gc to next question.
Are any other rroducers interested in rent-free use of the
governrent-owned IPE in exchange for continued maintenance of
the equipment at no charge to the government, in aceordance
with the Hational Leasing Act of 1J4T7?
-- If no, sny type of contrar:,r use of the IPE is eliminated
as an slternative for the rhase I Preliminary Evaluation.

Consider in the Fiase IT Economic Analysis only those lay-

away alternatives that huve not previously been eliminated.

If oniy one alternastive remains stop analysis here. If
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PHASE I — PRELIMINATY EVALUATION OF ALTERNATIVES .
I Question f} N )
Number Section 4 (cort'd) s | 0| pate X
T 4.8 (cont'd)
h not, go to Section 6 of this Phase I Preliminary Evaluation.
“ -~ If yes, and the command believes this exchange would be &
’ satisfactory alternative based cn reectivation leadtime

requirements, the possibility of sabotage and other zon-
1 siderations, stop analysis here.
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PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES
Section 5 - Elimination of Alternatives for COCC Facilities

Question
Number

N 1
0 { Date

L7208 <5 I

5.1 Is the production process in which the goverument-owned IFE is
used proprietary to the current contractor?
-~ If no, go to next questicn.
§ g -- If yes,
‘; ] a. use of equipment by other producers and package plant
: layaway may have to be eliminated as alternatives unless
the contractor would agree to licensing arrangsments for
ﬁ'E the process. ‘
3 o. the submitving command should meke every effort tc reach :
ig a satisfactory agreement with the current contractor so

the ecuipment may remain cn site. Nete important con-

siderations under remarks below. Go to next question.

KTEms wiede vt s

P Lz
(S
e

Remarks:

,“.(.

5.2 Is adequate time available to negctiate alternative sele or

lease actions with the current contractor or other possible

planned producers?

T

p® it
P

-~ If yes, gc to next gquestion.

P P R W

; -- If no, list under remarks be.ow those alternatives that must

i

be e2liminated and the reason. Go ©o0 next question -, if

A KR e N,
e
Cawre

all sale or lease alternatives are eliminated, go to Section

5

R

£ 6 of this thase I Preliminary Evaluetion. ;
i | Renarks: :
S, :
E 3 Alternative eliminated Reason _ Z
5 : Alternative eliminated Reason :
%’ 5¢3 Is the current contractor interested in purchasing the govern- f
A ment-owned IPE in the package? %
'é‘ -- If no, go %o next question. ?
X -- If ves, :
5

%( 2, will the contractor agree to the national security

53 clause?

3
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PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES
Y
Question BN
jaumber Section 5 (cont'd) S | 0 | Date
5.3 (cont'd)
b. does the command consider the contractor!s purchase uifer
acceptable?

c. Does the command believe this sale would be a satisfac-
tory alternative based on reactivation leadtime require-
ments, the possibi” *“y of sabotage and cther consider-
ations?

-~ IT all yes, stop analysis here.
-= If not, go to next guestion.

Is tue cvrrent contractor interested in leasing the government-

owned I7E in the peckage?

-= If ne, go to next question.

-= If yes,

a., will the contractor agree to the national security
clause?

b. does the command consider the rental offer acceptable?

c. does the command believe this lease would be a satis-
factory alternative based on reactivation leadtime
requirements, the possibility of sabotage and other
considerations?

-- If all yes, stop analysis here.
-~ If not, go to next question,

Ts the zurrent contractor interested in rent-free use of the

government-owned IPE in exchang~ for ccentinued maintenance of

the equipment at no <harge to the govermnment, in accordance

with the National °~  *ng Act of 19472

-~ If no, go to nes- .iestion.

-~ If yes, ard the command believes this exchange would be a
satisfactory alternative based on reactivation leadtime
requirenments, the possibility of szabotage and other con-
siderations, stop anelysis here. If not, gr to next

question.
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PHASE I — PRELIMINARY FVALUATION OF ALTERNATIVES

Y
Question EIN e
Number Secticn £ (cont'd) S | 0] bate

5.6 Are any other producers interested in purcheasing the government-
owned IPE in the package?
-- If no, go to next question.
-~ If yes,
a. will the producer agree to the netional security clause?
b. does the comrand consider the producer®s purchase offer

acceptable?

c. does the command believe th’s sale would be a satisfactory
alternative based on reactivation leadtime requirements,
the poasibility of sabotage and other considerations?
-~ If yes, stop analysis here.

-- If not, go to next question.

N
>
=

Are any other producers interested in leasing the government-
owned IPE in the package?
-- If noc, go to next question.
-- If yes,
a. will the producer esgree to the national security clause?
b. does the command consider the rental cffer acceptable?

c. does the commané believe this lease would be = satis-

factory alternative baged on reactivation leadtime
requirements, the possibility of sabotage and other
considerations?
-= If 2ll yes, stop analysis here.
-~ If not, go to next gquestion.
5.8 Are any other producers interested in rent-free use of the
government-owned IFE in exchange for continued maintenance of
the equipment at no charge tc the government, in accordance
witl. the National Leasing Act of 19472
-- If no, any type of contractor use of the IFE is eliminated
as an alternawive for the Ibase I Preliminary Evaluation.
Go to next question.

-- If yes, and the command believes this exchange would be a
satisfactory slternative bzsed on reactivation leadtime

requirements, the possibility of sabotage and oiher -:on-

siderations, :¢top analysis here.
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PHASE I —~— PRELIMINARY EVATLUATION OF ALTERNATIVES

Y
‘ Question EIN
]

5
2

¥
Py

Nuzoer Section 5 (cont'd) 0 ; Date
5.9 Will the current contractor permit layawey at his plant site?

~= If no,
&. vwhat are the contract terms for plant clearence of IFE?
I Enter under remarks telow.
b. eliminate active base end standby layaway alternatives
and consider packege plant leyaway as one of the accep~

g

table alternatives for tne economic analysis. Go to

i next question.
;L -~ If yes, consider all types snd combinations of luyaway noz:
: an oreviously elimirated as acceptable alvernatives for tne
t ,L Phase II eccnomic analysis. Go to next question.
f’ . Remarks:
28
i >
b |
: ° 9.10 TIs government leasing of the contractor-owned equimpment a
2 possible alternative?
'3; } - -- If no, and only one alternative remains stop analysis here.
( C If rot, go to Section 6 of this Fhase I Preliminary Evalu-
'.. . ation.
' .. -~ If yes, the costs of this alternative must be considered in
i . the Phace II Economic Analysis. Eater any additionel or
‘_ i explanatory remarks pertinent to this preliminary eveluation

in Section T.

otk e e
&

"

RO\
-

T Go to Section 6 of this Phase I Preliminary Evaluation.
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fi PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES E
; Y i
; Question E|N Y,

E Number Section & - Basic Information S { 0 { Date :
E 6.1 Is the current asset position for the end item(s) and critical E
5 § components known? ;
. | :
E ! ~-- If yes, enter below, go to next question. b
e ~- If no, obtain this information, enter below and go to next :
S guestion. g
Z Remarks: ;
s 3
B Epd item Asset position as of z
v (date) {aty)
E Critical component Asset position as of H
b (date)(qty)
% 6.2 Is the peacetime consumption rate for the end item(s) known? 3
§ -- If yes, enter in remarks below, go to next question. %
E -~ If no, cbtain from the AMP, enter below and go to next é
'S question. ;
>, 3
3 Remarks: 3
& §
3 x
H i
k: End item Peacetime consumption rate %
g 6.3 Are there any type classified S¥D-B item(s) in the inventory to %
e . 2
4 be used up as a substitute for the planned preferred item(s)? i
5 Z
= -- If no, go to next question. ;
-- If yes, §

a. Identify substitute items and quantities available in s

remarks below. §

b. Are the queantities of substitutes large enough to affect %

D-P stock or mobilization production requirements? §

-- If no, go to next question. %

-~ If yes, consider this situation in FPhase II when %

computing current asset position and J-P stock costs 3

3

on Backup Sheet for D-P Stock Costs and in determin- :

ing the required capability of this proposed layaway g

g package. Go to next question. ;
.::' ;
3 3
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PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES
Question
Number Section 6 {cont'd)
5.3 (cont'd)

Remarks:

(9700 oo M oS
:z

Date

P
= r "

; [
 f 4
(s

6.4 Will the production capacity of the IFE package exceed the
mobilization requirements (with regard to quantity ané produc-

LA ) B 0T
]

tion schedule) for all the end items it is planned to preduce?

IR

TR

-= If no, go to next question.

-- If yes, determine which IPE would have to be excessed and
do not include this IFE in cumputing layaway costs in

. Phase II for economic comparison purposes. (Also note that

D-P stock will not be required and there will be no D-P

== stock acquisition cost needed in the Fhase II economic

G L Bl DD
¢

- analysis unless there is a minimum required reserve stock.)

. Go to next guestion.

A e

6.5 Considering the present or proposed capabilities of planned
producers, shyuld the production capability of this rackage be

R B

increased by addition of more IPE or modernization to reduce

need for acquiring D-P stoun?

A

3 -~ If no, go to next questiorn.

-~ If yes,

b a, Is there room for additional IPE in contractor's plant?

- -- If no, censider modernization only, go to (b)

. -~ If yes, consider woth auditional IPE and moderniza-
tion, g0 to (b).

b. Compute separately from this analysis, savings in D-P

stock that would result from increased IPE or mcdern-

FRRRT PN

ization and submit to HQ AMC for consideraticn only if
& a layaway alternative is chosen.
Go to next guestion.

o 6.6 Have reutilization value percentages (RVP) for all goveriment-

LA Wi
i3 3
£

owned IPE in ithe current contractor's plant Leen obtained from
)

DIPEC for the package to be analyzed?

0,
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PHASE I — FPRELIMINARY EVALUATION OF ALTERNATIVES :
Question g N
Number Section 6 (cont'd) S |0 |Date 4
6.6 (cont'd) .
-~ If yes, go to next question.
-~ If no, obtain this informetion from DIFEC.
Go to next question.
6.7 Does any of the government~owned IPE have a reutilization value
percentage less than 20%?
-- If no, go to next guestion. .
-- If yes, the submitting command should consider the following :
acticns in the order shown ~onsistent with the requirements ) ;
o' AR 700-90, AR T00-43, and ASPR, prior to physically §
initiating layaway, but separate from this analysis: . ;
a. Scan DIFEC files for replacements of IFE with an RVP j
less than 50%. ?
b. Regquest funds for repajr of IPE or for rebuild, if cost ’ E
does not exceed ailowable limit. é
c. Subyit by existing procedures a project for replacement : %
of IFE or modernization, if shown to be economically 5
worthwhile. Gc to next question. .. g
6.8 Is there any nced for further geographical dispersion of planned %
producers that will affect layaway of this package. ) j
-~ If no, go to next question. 3
-- If yes, note the limitation in remarks below, go to next %
guestion. i
Remarks: é
6.9 Is the end item(s) or critical coaponent(s) physically practical E
to stors and maintain as a mouvilization reserve item, consider- i E
ing deterioration and obsolescence rates and/or special storage B §
reguirements? g
-- If yes, go 10 next question. E
-- If no, T g
a. Note thet no D-P stock acquisition cost for such items ; %
is to be allowed in Phase II Economic Analysis. - f
0. Requirements must be fully satisfied by producticn facil- - §
ities. Reconsider question 6.5 and go %0 next question. - E
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PHASE I - ~ PRELIMINARY EVALUATION OF ALTERNATIVES

Y
Question E| N
Number Section 6 (cont'd) S| O Date

6.10 Are any design changes expected to occur in the end item(s)
during the time they will continue as preferred items that
would require differeant types of IPE or tooling changes in
the package to produce the item(c)?

-- I{ no, go to next question.

B et m s DL A
dewd  damd  Geewd  aewd NS

-- If yes,

i+ YAy D B e
R

a. briefly stete nature of design change and its probable

effect on the IFE under remarks below, and

»r .

AR

b. consider excessing some of tue IPE if that course of

action is indicated, or setting a review date for the

gy

o A
Ny v

package, if approved for layaway, to assass the effects :

B e W T A Lt sl

ot
.o
ﬂj i

of design changes on the package when they are expected
to ocecur.

Remarks:

oy
.
Barened

HER RO

Do budgetasy restrictions exist in PEMA Policy and Guidance
= or other policy documents that would limit procurement cf

full D-P stock for any end item(s)?

SORTS
1y
Fpane .i
[0
.
'_J
’—'

% hud
’,"9 |

ol

~- If no, go to next question.

-- If yes, ncte under remarks below for use later in economic

oy

analysis. Gc to next question.

Remarks:

et

TR R R

= 3: End item D-P stock limit months
- Source

;f % ]; End item D-P steck limit months
k- ; Source

é; ln 6.12 Will provision heve tc be made for acquiring and storing

special tooling and tlest equipment, drawings and manufactur-

ing instructions that are a necessary part of the production
package?

83
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PHASE I — PRELIMINARY EVALUATION OF ALTERNATIVES

Question
Number Section 6 (cont'd)

6.12 (cont'd)

-- If no go to next question.

23 o oS
=

0 | Date

} -- If yes, nove under remarks below for later use in computing
: ol layaway costs, go to next question.
s Remarks

? 6.13 Is production leadtime controlled by:

% i a. an end item? or

;t b. a pacing component? Identify item or cuwmponent under
%{ remarks below and go to next question.

i: Remarks:

b

L PN o LN fo R Drae b P08 ENEINE R 7 000 £ e 4 Gon 88 Nk bt o i3 2T M3 L0 40 2 et S PR dant ¥ 2 r AP iy 0T P e fup nddr B

6.14 Would the equipment be in danger of violating State or Federal

enti-pollution laws if reactivated in the future?

-~ If r~, go to next question.

-- Tf yes, consider possible replecement or modernizatioun of
offending equipment prior to layaway and submit propcsals
for same if a luyaway alternative is chosen. Note Important
considerations under remearks below. Go to next question.

Remarks:

6.15 Is the acquisiticn value of government-owned IPE in the package

\ grezter than $50,000%
;g t -- If yes, sign certification at bottom of Section T and go to
§: | Phase I1 of Economic Analysis.
g \ -- If no, Phase II Economic Analysis is not required. Decisicn

to retain prcaduction capebility may be made based on results
of this checklist and judgment of submitting command. Sign
certification at bottem of Section T to compiete the

analysis.
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PHASE I —— PRELIMINARY EVALUATION OF ALTERNATIVES
Section 7 - Additional Remarks and Certification

(Use to record rationale or Justification for answers given or com-
ments for which there was insufficient space earlier in this evaluation.
Crogs reference to question nurber. Use additional sheets if pecessary. )

X

¥

T ey

o {

R b

x b 2] g
Ez CERTIFICATION g
;3 T I certify that this preliminary evaluation has been completed to %
~E 1 ?‘i
35 - the best of my ability, based on irformation available at this time. §
. Neme and title of principal action officer: 3

oty
TR

(date)

APPROVAL
Reviewed and approved by the US Army Production Equipment Agency.

Name and title of action officer:

(date)
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Appendix E
FCONOMIC ANALYSIS FOR KETENTION OF MOBILIZATION PRODUCTION CAPABILITY
" PHASE II--~ECONOMIC ANALYSIS OF ALTERNATIVES

Introduction 87 :
¢ Alternatives Comparison Sheet 88
; Summsry oi Costs 89 *ﬂ
% Backup Sheet - D to P Stock Acquisition Costs 90
? Backup Sheet - Layaway Costs 91
Backup Sheet - Holding Costs %
i ‘ Backup Sheet ~ Reactivation Costs 93 . 1
3 z Instructious for Preparation of Phase II Economic Analysis Forms
e Alternatives Comparison Sheet ok
Sumary of Coste g5 j:
i x Backup Sheet - D to P Stock Acquisition Costs 97 r
i _ Backup Sheet -~ Layaway Costs 99 ’
Backup Sheet - Holding Costs 10D :
A Backup Sheet -~ FHeactivation Costs 1L :
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INTRODUCTION
Phase IT of the economic analysiz for retention of mobilization
production capebility is to be accomyiished when two or more feasible
retention alternatives rerain fessible after appiication of the
Phese I preliminary evalustion. Phase II consists of a detailed cost/
benefit analysis designed specifically for the ratention situation
but similar in format to the type of economic enaiysis required by
AMCR 11-3%, The cost aspects of the situation are empbasized because
no alternative is considered feasible unless it first meets the mobili-
zation production rejquiremerts with regard to both quantity and schedule.
Benefits of all feasibtle slternatives will therefore be approximately
equal and only gifferentisls between alternatives need be recorded.
This appendix contains sample fermats and guidance for preparation
of all the prescribed parts ¢f the Phese II anaiysis. The inclusicn
of certain required information may dictate that some portions of the
analysis be classified. It is the respousibility of the user to

properly classify the contents of the Phese II analysis.
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Phase II

CONOMIC ANALYSIS - ALTERNATIVES COMPARISON SHEET

LIy g i s s N sl ad

Lk ). Submitting Army Component 2. Date
5 3. Items to be Frodueed .
(incl. critical components)

&opnl

4. Mame and Location of Current Producers(s)

6. Alternstive Costs

10 vaneites 2 U Y E aven b s s A e o

5. 1 cost . Z 3 4 5
Project Factors - B

| Year Discounted } Discounted | Discounted | Disccunted | Discounted 3
Anmnual Annusl Annual Annual Aanusl R

Cost Cost, Cost Cost Cost g

D-P Stock Acg
1 Layavay
Holding
M

L-P Stock Acg

i vt 2or S iy 16 Sy itd it

2 Iayaway 3
Holding
D-P Stock Acq
3 Holding g
. Othar H
. D-P Stock Acq &
N Holding £
Reactivation ;
Other
7. TOTALS

$

8. Remarks and Non-$ Quantifisble Benefite

9. Hame and Title of Principal Act.n Cificer:

or RS A PREAN s e Rt 11 il U B0 e S8 R 02
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‘Phase II

ECONOMIC ANALYSIS - SUMMARY COF COSTS

1. Submitting Army Component 2. Date
Items to be Produced
(incl. critical components)

L. Name and Iocation of Current Producer(s)

s

=54

5. Alternative

xwmww&“;‘ﬁm«'-?‘ﬁ*‘ﬁ’»ﬂiwﬁﬁwﬂr WP
A oy as PRl 3 W7 SO,
- ]
e
W
L]

Te Annual Costs

. 5 XEOEE KOV O
bR AR i
7 !

6.
Project Cost Annual Discount Discounted
- Year Factors Cost Factor Annual Cost
?’ a * o b * c *

had D-P Stock Acq. .95k

e

? Dp R LRI Je 1yt yniy 3 3 A (4 £ I Q
3 3 A YURE ELV Y, K 0 W P Lol A pd I B S N EV IS i e
LT a1 APt AR YR 0 R B A Yo oL pe o e i 1l oYM W hae Sftanenr s

BOP AN AP L R w.w;g-

l‘*\’\, R
4 AV’"’"‘A"‘

3

D T T L WP Sy
S S BRI sk SO
] () HERS

- Iayawey

S 1 Holding .95k

i{'“ {'H M—

H

. D-P Stack Acg. 867
: Ieyaway
L 2 Holding 867
o f il Other
b D-P Stock Acg. .788 ¥
E Lo Holding .788
7 3 3 Other

[ 12—
Pt

D-P Stock Acg.
iiclding
Reactivation
Other

e o o o

tm»«;
Wydnr <

8. TOTALS $

oot

Rewarks and Non-3 Quartifiable Benefits:

s
2%
o
8
1A
Pt

o
o

0. Rews and Title of Principal Action Officer:
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Phaze II

BACI{UP FOR ECONOMIC ANALYSIS
D-P STOCK ACQUISITION COSTS

1. Submitiing Army Component 2. Date

3. Item to be Prcduced

*\ssets = Current Assets - (Peacetime Consumption Rate x Applicable Time)
90

4, Ttem of items to be produced as part of this analysis
hslo no.

5. D-P Stock Limitation __ months 3
6. Total Mcbilization Requirements E
3
7. Iesz Assets as of * 3
date 2
2 (including substitute items)
8. Mobilization Production Requirements
: 9. Iess Capacity of Planned Producers - Hot .
E
[ 7o R %
10. D-P Day -Stock Required 3
11. D-P Day Stock Permitted to be Acguired z
}2. D-P Stock Acguicition Cocst = Item 11 x Unit Cost/I‘cem =
Total $
13. Annual D-P Stock Acg. Cost = Total/No. Years fo- :
Anzlysis $ Z
y., 1%, Sources for Abtove Information *;
(6) Total Mob. Requts. 3
{7) Current Assets =
Peacetime Cons. Rate 5
g (9) capacity of Producers 3
(i2) Unit Cost/Item
4
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.Phase II

BACKUP FOR ECONOMIC ANALYSIS
LAYAWAY COSTS

Submitting Army Component

Paas

2. Date

Items to be Produced

(incl. critical components)

Name and Location of Current Producer{s)

Tocation of Facilities to be Iaid Away (1f known)

Project Year of (use separate backup sheets for each year)

L - oo~ - ]

Cost Elements

7. Annual alternaﬁive costs

Active |Standby | Package| Combi-
Base Plant { nation

disposal (estimated costs)
(a) Processing for storage
(1)

(2)
(3)

No. of items (DIPEC

reportable }

No. of items cf OFE

No. of items of non-
production equipment

()
for shipment

(e)
(a)
(e)

Transportation to storage

(1) No. of items

(2) Replacement value of
items to be rehabil-
itated

Replacemant value

of all IFE in package

(3)

(f) Other expenses (specify)

|8.1ayavay, relayaway, redistribution and for

kemoval from plant and preparation

Receive and store at layaway location

Rehabilitation of equipment total

I

(1) Restoration of facilities
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Submitting Army Compon=nt

Items to be Produced
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Phase II
BACKUP FOR ECONOMIC ANALYSIS
HOLDING COSTS
2. Date

(inel. ceritical components)

:
o o TR . YR e Y.
LRI A L2 M RO PRI SOt TS G S -8 tmﬂ%ﬁ;w(-‘i’&‘i]&ﬁ

F)

e

Item{s) to be Stored - End item(s) and/or components ] IFE [
(use separate cheets for end items and IPE)
Storage location
Unit cost of end item(s)
Holding cost percent (if applicable) .
Total square feet of IPE and Other Equirment to be Stored
9. Project Cost 10. Annual
Year Elements Cost
Storage
Maintenance
1 Deterioration
Obcsolescence
Tosses
— =T===—.ﬁ
Total
Storage
Maintenance
e +terioraticn
Obsolescence
Tosses
Total
Storage
Mz interance
2 Deterioration
o Cbsolescence
o Losses
v Total
. Storage
. Mainteronce
N Deterioration
Obsolescence
Iosses
Total $
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BACKUP FOR ECONCMIC ANALYSIS
REACTIVATION COSTS

AN E
BB 3
3 .
2§ 1
*w 3

L 3 3

et Wmg e SR

iyt .
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O
A
P
“.ﬂ
€

1. Submitting Army Component 2. Date

Items to be Produced

(incl. critical ~omponents)

i SN D8
; TP

£

Producer Fecilities and Icestion of Iayaway (if known)

B oY

.

Snavsia
P
-

EIESIE

5. Project Year

7
o

d

¥

B i 6. Discount Fector (choose from App. F )

™
%

N w4
@F ..ﬂr%
Al

o ‘ & w&wﬁwmvﬂ
R R . .
S INCPE. T i B SSR A v SN, R, oV A st N e il AL AR

r 7. Alternative Costs

Cost Elements Active | Standby | Package | Combi-
Base Plant | nation

PEE
-
AP A BTN S BN

(atidng

SR Personnel Josts

73 e Wages

% v Training exypenses
. Other (specify)

A o

ol 48 s e AV AR SRR St M R

A AP

i Operating Costs
Transportation from storage to use ;
Materials for cl=anup, test, etec. :
Utilities installation or hookup
wa Rehabilitation previously unexpected p
Other services (specify) ,

o, o

"1

T s i s AR LR

I

iy

:
q
<4

3. TOTALS
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write Active Base Package, in place of Ro. 2, Standoy Line.

|

; :

: 1

3 INSTRUCTIONS FOR PREPARATION OF FHASE II ECONOMIC ANALYSIS FCORMS jﬂ

f : Alternatives Comparison Sheet (Mumbers are keyed to item numbers of :
. § the Format) 5
:}' # 1. Submitting Army Component: The major subordinate command of AMC TH
responsible for the analysis. , 57
g 2. Date: Enter the date this sheet was prepared. ;
3. Items to be Produced: The FSN and nomenclature of all end items and ,3
critical components thereof for which the production capability Iis . ’:
] be retained. ‘
¢ 4. Name and Iocation of Current Producer(s). Name and address of all . 3
' producers currently producing Item 3. r ;
5. Project Years: Identifies the years iun which a cost will be - :
h F incurred. Enter year from Summary of Cost Sheet, Item 6. - ,E
‘ 5. Alternative Coste: ;?
j_ a. Eater at the top of each column in place of the nuwbers the name i 32
7 { of the alternatives being examined. For example, in place of No. 1 ) {3
iz

:
’ i b. Under each of the alternctives being analyzed enter the discounted :,\
' anmal cost for each appiicable cost factor for easch year of the i-
: | total time period. These figures are to be taken from the last ‘
| “ column of Item 7 on the Summary of Costs for each alternative.

7. Trtals: Sum the disccunted anaual costs listed for eack alternative )

-, a9

and enter the sum at the boitom of each column., Each cclumnar totsl

should correspond to the total in Item & of a Summary Cost Sheet.
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Remarks and Non-$ Quantifiable Berefits: Briafly svumarize the infor-
mation recorded under Item 9 on the Summary of fosts for each alternative.
Rame and Title of Principel Action Officer: Identify the name(s ) of the

principel parties responsible for the econouwic anaiysis.

Summery of Josts gNumbers are keyed to item musber of the Fomat}

1.

L,

T.

Submitting Army Compo:zen’c:- The major subordinate commend of AMC msponsi‘bie
for the analysis,

Date: Enter the date this shest was prepared.

Ttems to be produced: The FSN and nomenclature of all end items and
critical components thereof for which the production capeblility is to be
retained.

Name and Location of Current Producer(s). Name and address of all producers
currently producing Item 3.

Alternative :- Enter the name of the alternmative for which costs are

being summarized, for example, Active Pase Package.

Project Yea.rs:. Identifies the years in which a cost wiil be incurred. The
total number of years {N) will be the longest time period during which

an end item to be prcduced could be expected to remain ir the Army

supply system as a preferred item, i.e. type classified Standard A. Enter
the lest year based on the answers to Fhase I preliminary evaluation
question number 2.2 or Z.L.

Armual Costs :.

a. Enter in the first column, headed Annual Cost, the annual cost figures
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obtained from the Backup Sheet for each cost factor that is applicable ol
to the alternative bteing analyzed, for each year of the total time
period. Cost factors other than those listed should be included if
applicable in the judgment ¢f the submitting command. Likewise,
inepplicable cost factors may be omicted.

b. Entexr in the second column, headed Discount tactor, the appropriate
preject yeer discount factor selected from Appendix Table F, if not
already provided. Stock acquisition and holding costs are assumed to-
be mid~year costs as an average of annual expenditures. Iayaway
costs mey be mid-year or year-end, derending on the expected time
to complele the layaway action. Reactivation is a yeai-end cost at
the end of the last year of the time period.

¢, Enter in the third column, headed Discounted Annual Cost, the product
of the Annual Cost and the Discount Factor (from the first two
columns) for each of the project years.

8. Totals: Surx the discounted annusl costs computed for each cost factor
and enter the total at the bottom.
9. Remarks and Non-$ Quantifiable Benefits:

a. Record any qualifying remarks pertinent to any of the cost factors
ineluded or reasons for any costs excluded.

©. Record any differences that might be expected in the benefits to be
derived from thic alternative versus other alternatives. That is,
outcomes that have not already been quantified in dollar teruws, e.g. i

variations in leadtime or maximum production capabilitye.

Sy

19, Name and Title of Principal Action Officer: Identify the name(s)

&

of the principal parties responsible for the Sammery of Costs.
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Backup Sheet ~ D to P Stock Acquisition Costs (Numbers are keyed to ;
item numbers of the Format 3

Enter assets computed per formula shown at bottom of sheet.

. I; 1. Submitting Army Component: The major subordinate command of AMC g
responsibie for the analysis. ;%;

1} : 2. Date: Enter the date this sheet was prepared. §

r 3. Ttem to te Produced: Enter the FSN ard nomenclature of the end item f jg

[~ for which the D-P stock cost is being computed. A separate sheet shall “ g

; be made out for each end item for whi:h the procduction capability is fkg

E - to be retained. E
: :; L., Ttem No: Enter a number for the end item being aralyzed and the total %’g
,‘ ™ namber of end items for which D-P costs will be computed, for example §§
.;7 ; s Itam No. 2 of L items. 'ﬁ
3 'g 5. D-P Stock Limitation: Enter any limitation imposed in the AMP on D-P
:j stock acquisition foar the end item being analyzed. If no limitation state 5532

7 i 4 "NONE." " i
H 6. Total Mobilizution Requirements: Fnter from Section II of AMC Form 1L446. : -ﬁ
i T. less Assets'ss of¥ %;;
. T ig a. TDate to be used will te agsumed M-dey or beginning or end of §
,‘ i funding period as Geemed suitable by submitting cowmand . ;g

¢

To—3
o

o "
b0 4

v
5 L
KU rad

Sotporh b

(1) Current assets are assets on hand as of date of analysis.
) (Inciuding stocks of subutitute items s see question 6.3 in Phase I) %
{2) Peucetime Consumption Rate may be found in AMP. ]

Bhcasievs
ezl

(3) Applicable time is time Trom date of analysis to "ss of" date. §
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Mobilization Production Requirements: Item 6 less Item T. 3
Less Capacity of Planned Producers: Enter as applicable Zrom Section
III of AMC Form 1LL6,

D-P Day Stock Required: Item 8 less sum of Item 9. This figure

provides an estimote of the total D-P stock needed to satisfy

mobilization requirement:n, s

D-P- Stock Permitted to be Acquired:

a. 1If there is & limitation noted in Item 5 above convert that
figure, if in months, into number of end items, using monthly
production rate, and entexr here.

b. If there is no limitetion repeat Item 10.

D-P Stock. Acquisition Cost: Multiply Item 11 by unit cost per end

item and enter the product. Record unit cost figure used.

D-P Stock Acquisition Cost/Year:

a. If D-P stock acquisition is expected to be uniform over the tirpe
period of the analysis divide Item 12 by the time period cof the
analysis and enter the answer.

b. If D-P stock ascquisition is not expected to be uniform over the
time period of the analysis attach a separate schedule showing
the expected D-P stock acquisition costs for each prcject year.

Sources for Above Information: Enter reference sources for the

Itcus listed and other data used if pertinent. )
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Backup Sheet - Layaway Costs (Numbers are keyed to item numbers of the Format)

1.

2.

S.

Te

Subumitting Army Component: The major subordinate command of AMC
responsible for the analysis.

Date: Znter the date this sheet was prepared.

Items to be Produced: The FSN and nomenclature of all end items and
critical components thereof for which the production capability is to dte
retained.

Neme and Locatiom of Current Producer(s).  Name and address of all
currently active producers of Item 3, either contractor or government
controlled.

Location of Facilitlies to be Iald Away: If the information is available,
indicate which producer's facilities are to be laid away and will be tne
basis for estimating layaway costs.

Project Year: Identifies the year in which the lsyaway costs will be
incurred. If carried over more than one year prepare a separate backup
sheet for each year and indicate the total number of years tc make the
layaway and the year summsrized here.

Alternative Costs: Under each of the alternatives being analyzed enter

the apmual cost for each applicable cost element 8.(a) through 8.{f). These

cost elements are the spme as those required in Item 1l of Exhibit P-17

except for the addition of a separate line 8, (f) (1) for restoration of

" facilities, if applicable. PEMA Budget Ccdes L000.0000 through 4922.0000

may be used as reference here,
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solely a count of the various types of items thst couprise the laysway package i

8 a. (1), (2), and {3) Item Counts These items contain no cost inforwation but are

and belp define its size.

¢
v
N " s oy
RYSt T 6 P20 FAIS . ft R 82 20 r s 3 o b A5.0s 1AL
SMIURITALS

8 e. Replacement Values: .
- (1) Enter the total number of items that will require rebabilitetion.
(2) Enter the current replacement value for all the items in (a) i
above. FEQUA replacement factors for IPE skould he used to determine ;
~ these values (see Appendix H). 4
W (3) Enter the current replacemesnt value for all the DIPEC reportable ”'
t: items in the package (8.{a) again using the PEQUA replacement factors. j
»
3
X - 3
’; 9. Totals: Sum the annual costs for each layeway alternative and euter the
: ; su at the bottom of each column. %
Backup Sheet - Holding Costs (NMumbers are keyed to item numbers of the ;
format 3
1. Submitting 4rmy Component: The major subordinate cowmend of AMC res- S
pensible for the ammlysis. {
2. Date: Enter the date this sheet was prepared. ’ §
3. Items to be Produced: The FSN and nomeuclature of all end items and . ,2 5
critical components thereof for which the production capability is to ﬂ
be retained. : §
L. Ttems to be Stored: Indicate here whether the holding costs on this )
sheet are for the erd items/critical components or for the IFE, A i
o
’?E.
:?‘;::
]
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separate sheet shall be prepared for end items and IFE.
5. Storage Locetion: Indicate the intended storage location, if known.

If not known, so state and irdicate basis for cost estimetes.
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6. Unit cost of end items: Record unit costs of those items listed in

Item 3 above. Costs should be based on mobilization production

s Mo Ly B i i
P e

R
”
Stk M
-
[ 3

quantities.
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Holding Cost Percent: Indicete percentage of unit cost to be used for

¥

estimating holding costs of end items, if this wmethod is to be used.

i
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(See M 38-22). If not to be used state not applicable and why.
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Total square footaze of fleor space to be occupied by IFPE, OFE and

non-production equipment to be stored.

oy Bord
o

9. Project Year: Identifies the year in which a cost will ve incurred.

1) u-@r;A““}; RS éi:»‘:m,v- T s AT R
. s R DARGSTY i 4 BT TRY Soalks 43
3 A
e

i By The total number of years (N) will be the longest time period during ; §
: 3 = which an end item to bte produced could be expected to remain in the Army ‘S
? : supply system as a preferred item with type classification Standerd - A. ‘:‘
. ; e Fnter from answer tc Fhase I preliminary evaluation question number 2.2 ox 2.4, 33:;
;‘ i -.. 10. Annual Cost: 1 %’r
H N (&) For end items-~if *he hslding cost percent (Item 7) is used enter for -fgj
fe i & each project year only the total annual cost obtained as the product ‘ i
;f" i of unit cost times holding cost percent times number of items to {
\ : N be stored. If holding cost percent is not used, separate estimtes ﬁ

V for each cost element will have to be made pased on the Judgment of { }:

the submitting command. OXMA Budget Codes T211l.xox (formerly 2220.x0cx) i
may be used as reference here. If holding costs de not apply to 5
certain ammnition items so state. éj

(t) For IPE--Storage and wsintenence cost elemenis may be based on per
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square foot factors supplied by PEQUA. Deterioration and losses,
if applicable, way be estimated as a percentage of acquisition cost
based on DIPEC or command exgerience. Obsolescence will not apply
if design of the end item(s) to be produced is rot expected to
be changed over the time period of the analysis. If design changes
are expected to affect production capability of package some allowance
will have to be uade for obsolescence. PEMA Budget Codes T28011.20C00
* through T28011.22000 may be used as reference here. Enter costs
for each project year.
11, Total: Sum the annual costs over all project years and enter the sum
at the bottom of the coiumn. The totals of holding costs for end items

and IPE should be added for transfer to the Summary Cost Sheet.

Backug Sheet - Reactivation Costs gmmbers are kexed to item numters of the Fomat!

1. Submitting Army Component: The major subordinate command of AMC
responsible for the analysis.

2. Date: Enter the date this sheet was prepared.

3. Items to be Produced: The FSN and nomenclature of all end items and
critical components thereof for which the production capabllity ic to be
retained.

4. ProQucer Facilities and Location of Iayaway: Indicate intended
stoage locations(e), if known. _

5. Project Year: Identifies the year in whichk reactivation costs will be

incurred. It will be the end of the last year of the time period for
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the analysis as estimated for other cost factors.

6. Discount Factor: Record the appropriate discount factor selected
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from Appendix ¥, Table F1. to be used on the Summary Cost Sheet.
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7. Alternetive Costs: Under each of the alternatives being analyzed

o Aoy

At NS

.
KA,

enter the estimated cost for each applicable cost elemant of personnel

and operating costs.

ﬁ,,. !.'i
»
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8. Totals: Sum the costs for each layaway elternative and enter the sum

3
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at the bottom of each column.
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Table F1

Present Value of $1
(Singls Amount -~ To be used when
cash-flows accrue in different

amounts each year).

i0% Mid
Year

0.954
0.867
0.783
0.717
0.652
0.592
0.538
00 h89
0. kks
00 hos
0.368
00 33k
0.30%
0.276
0.251
0.228
0.208
0.189
00 172
C.156
0.1%2
0.129
0.117
0.107
0.097

.

10% Year
End

0.909
0.826
0.751

0.621
00 561.>
0.513
0.467
. h2k
0.386
0.350
0.319
0.290
0.263
0.239
0.218
0.198
0.180
0.164
0.149
0.135
0.123
0.112
0.102

0.@2

Table F2

Present Value of $1

(Cumulative Uniform Series - To be
used when cash-flows accrue in the
same amount cach year).
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Project 20% Mid 106 Yea>
Year Year End
1 0.954 0.909
2 1.821 1.736
3 2.609 2.487
4 3.326 3.170
5 3.977 3.791
6 Lk.570 4.355
T 5.108 4,868
8 5597 5.335
9 6.042 5. T5¢
10 6.Lh4T 6.14%5
1 €.815 6.495
12 7.149 6.81L4
13 T+453 7.103
1 7.729 7.367
15 7.980 7.606
16 8.209 7.824
17 8.116 8.002
18 3.605 8.201
19 8. 777 8.365
20 8.933 8.51%
21 9.07k 8.649
22 9.203 8.712
23 9.320 8.883
2% 9.h27 8.985
a5 9.52k 9. 077
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Appendix Gl
SAMPIE FORM~AMC FORM 14L6,

INDUSTRIAL READINESS ASSURANCE PROGRAM, ITEM ANALYSIS
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AMC FORM 14L6~-REVISED FOR INZIT
TO ECONOMIC ANALYSIS
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Appendix H

REPIACEMENT FACTCRS FOR INDUSTRIAL PIANT EQUIRMENT (IFE)
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2. Replacement Factors are based on metalworking
%‘:‘ equipment, but may be used for non-metalworking
e equipuent pending availability ¢ other data.

il March 1970
REFIACEMENT FACTORS
for
INDUSTRIAL FLANT EQUIPMENT (IPE)
1§ Year of Acquisiticn Replacement Factor
i
1970 = e = s v e = e e e e e oececee~-==-=--=]1,0
I 1968/1969---------------------1.06
-~ 1966/1967------------—-—------l.lle
: 106U/1065 = = = = = n == a = ma = - 12k E:
I
§. 1960/1963~-----------—---------1.28 g
W -k
1957/1959 = = « « = = = e e = =@ e = e e=a--21.39 §
3 4 1955/1956-------------------«-1,58
1952/195k = = = = =« = = = = - - S X i
i 1U9/195) = = m = = = = oo = o= === .- 2,07 3
T 19462948 - - - - - “eeeeceaeaaea=~=-2,53 ”“ig;
LR "fl@
1941/2945 - = = = = « = - R I N \f‘z
5, 1939/1040 - = = = == c - s m e eonanaw316 b
- IGB & Prior = o -+ = e = e e o v @« = =« ==« 3.70 %
B S &
g T Source - Developed by FEQUA from 1957-59 based Price Indexes - %
ST furnished by U. S. Sureau of Labor. Beginning with T8
January 1957, the indexes incorvorate a revised
:ﬁ"‘ = weighting structure. Replacement factors are vased
ig on final price indexes for Janvary 1970.
e NOTE: 1. Acquisition Cost times Replacenent Factor equals -
kg i Replacement Cost. 4
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